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The French Collapse 


HE full dimensions of the French collapse become 

daily more apparent. What was, only two months 
ago, a Great Power, strong and proud, is now so shattered 
that there is no entity to which the name of France can 
be attached. The French people, it is true, are still there, 
with their honour and their courage intact; but the people 
of Gaul are once more divided into three parts: one 
occupied, one muzzled, one exiled. The Government of 
France is a clique of generals and politicians at Bordeaux, 
whose actions are disowned by every organ of French 
opinion that still retains its freedom to speak. The soldiers 
and statesmen who are outside metropolitan France are 
still without any cohesive organisation. The whole struc- 
ture of the French State is either captive or shattered. 

It is a spectacle that has shocked the world. To those 
who took the Nazis at their word the brutal severity of 
the Armistice terms came as no surprise. The “ grief and 
amazement” which have been felt both in Great Britain 
and throughout the world rather arose from the discovery 
that there was any group of Frenchmen—let alone a Gov- 
emment with a semblance of constitutional origin—who 
would accept such terms while they had an atom of free 
choice left to them. Even if Marshal Pétain and his col- 
leagues were determined to ignore their treaty obligations 
and their ties of honour and loyalty, even if they were 
concerned only with the narrow interests of metropolitan 
France, it is hard to see why they should not prefer to 
fight on from North Africa. Severer terms could scarcely 
be imposed if German and Italian troops were to occupy 
every inch of French territory. It is difficult to understand 
Why there was such ready, almost eager, acceptance of 
anything that Hitler and Mussolini chose to demand, such 
anxiety on the part of the men of Bordeaux to prostrate 
themselves before their country’s enemies, such willing- 


ness to strip themselves of the last vestige of dignity and 
courage. 

One thing is quite certain: this is not France. If Britain 
has been betrayed by the men of Bordeaux, how much 
worse has been their disloyalty to France. There will never 
be a word of recrimination from this side of the Channel 
against the people of France, who have fought and 
laboured and died for the cause we share with them—who 
have given it much more than we have. We know there is 
a real France, which will one day be restored and with 
which we shall resume, as a matter of course, the ties of 
increasingly intimate friendship that joined us a few weeks 
ago. But in the meantime it is essential that we should 
make the most searching enquiry into the causes of the 
collapse. How did it happen that men who could act like 
this were in control of the State and its armed forces at 
the crucial moment? Was it a ghastly accident? Was it 
part of some sinister plot? Or are other free countries 
subject to the same fate? Could it happen here? 

Dr Goebbels and his new French accomplices are, of 
course, already proclaiming that the whole episode merely 
exposes the fundamental rottenness of democracy. But, 
apart from the fact that all history refutes the argument, 
there is no evidence for it in the facts of the French 
collapse. It cannot even be argued that the Parliamentary 
system contributed to the weakness of French equipment. 
The people and the politicians were not responsible for 
the faulty tactical ideas of the French army; it was not the 
things that Parliament or the people could give—money 
and man-power—that were at fault. When the crisis 
came, it was not pressure from Parliament or the electors 
that determined the actions of the Government. M. 
Reynaud was not defeated in Parliament; he was dis- 
missed by the President and his successors never consulted 
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Parliament. As for the people, the Armistice terms had 
to be kept from them until it was too late for them to 
make any protest, and Mussolini was apparently instructed 
to make his conditions moderate—for the time being—lest 
the French people should rise in their wrath and throw 
Marshal Pétain into the Gironde. It was not the people, 
nor even the Army, but the generals whose morale cracked. 
One of the clearest lessons to be drawn is that the surest 
way of preventing such a surrender is to keep Parliament 
in session and leave the Press unmuzzled. 

Nor can the tragedy be explained by the temporary panic 
of men who have been bombed or shelled without mercy. 
The men who surrendered had not been in the front line; 
they had not undergone more than one or two air raids, 
none of them of particular severity. The men who were the 
targets of the dive bombers, 

Nous, les petits, les obscurs, les sans-grades, 

Nous qui marchions fourbus, crottés, malades 
—they fought on with undiminished courage for ten days 
after Marshal Pétain begged for peace. The operations of 
the Army and the nerve of the commanders may have been 
affected by the vast host of refugees clogging every channel 
of communication. There is a warning in this for us— 
civilian movement in a theatre of war must be completely 
prohibited—but it can hardly be a sufficient explanation. 

Must we, then, put it down to Fifth Column tactics, to 
the deliberate preference of some Frenchmen for Fascism, 
even if it is German, over liberal or socialist democracy, 
even if it is French? Undoubtedly this played a part. There 
are many circles of French politics where patriotism has 
for decades been at a discount, since it implied loyalty to 
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the detested Third Republic. In this respect France was far 
weaker than Britain, for with us it is the Right that has 
built the State and largely runs it, and the overwhelming 
majority of the Right are British first and capitalists 
second. But even in the French case it would be a gross 
over-simplification to say that the Right seized control and 
betrayed the nation. For there are many men of the Right, 
like M. Marin, whose courage was undaunted, while the 
men of Bordeaux include Socialists like M. Faure and 
former Socialists like M. Marquet. 

The final truth seems to be that neither dialetical 
materialism nor military strategy can provide a complete 
answer; what was fundamentally at fault was the personal 
characters of the ruling men. And why was it that so many 
among the eminent characters of the Third Republic 
cracked under a strain less severe than other groups of states- 
men have successfully withstood? Marshal Pétain himself 
has almost provided the answer. He said that France was 
defeated because she had too few children; he would have 
been nearer the truth if he had said that she had too many 
old men in high places. We have suffered from the same 
blight in this country in the recent past; we ought to be 
ready to learn our lesson now. We must put a premium on 
youth and vigour and courage rather than on “ experi- 
ence” and “ judgment.”” We must be quite unsparing in 
rooting out of positions of trust all those whose resolution 
cannot be relied upon. These are tasks for the Prime 
Minister—and we may be thankful that we have a Prime 
Minister whose stoutness of heart none can question. 
There is nothing in the collapse of France that cannot be 
avoided here by vigilance and precaution. 


Go To It 


N May 10th Mr Chamberlain resigned. He and the 
men about him had failed. The prologue to military 
disaster had begun abroad, and at home a sense of impend- 
ing tragedy was awakening an anxious public to what was 
amiss in high places, to the lack of vision, courage and 
competence, to the phrase-bound timidity that was fast 
allowing the willingness of a united people run to waste. 

Inevitably Mr Churchill took over and, since then, the 
character of our leadership has entirely changed; it is 
no longer a confidence trick. The spirit of Mr Churchill’s 
administration is as different from that of Mr Chamber- 
lain’s as petroleum is from bilge water. The Prime Minister 
and the new men he has called in are not afraid to make 
war. They have no sworn tenderness for things as they 
are, for the mere habits of peace and the soft, seductive 
phrases of property and interest. They know the enemy’s 
strength and colossal skill; and the old false-coloured pic- 
ture of an enfeebled Nazi gambler tottering month by 
month to his certain doom has been packed away. In a 
mere six weeks, six weeks that shook the world, the new 
Government has shown itself not shy of taking the powers 
needed for meeting the most formidable menace this 
country has ever faced. The Emergency Powers Act in 
itself is a monument to the resolution of the new regime. 

Even so, even though it is with a sense of gratitude and 
real confidence that the country can contemplate its new 
leaders, it would be a false and dangerous step to suppose 
that Britain’s disjointed and tawdry war programme has yet 
been set right and made effective. If Mr Bevin, Mr Morri- 
son and the rest are not shy of taking strenuous powers, 
they still seem slow to use them. Even in the new order 
of government, the phrases of Ministers still outstrip 
their performance. It is still not proved, as it could and 
should be, by hard deeds, that democracy in its British 
form is capable of meeting the totalitarian threat with an 
equal firmness and greater flexibility. 

Illustrations are not hard to find. The prime subject of 
debate and argument at the moment is home defence. The 
Government has rightly rejected schemes to provide the 
entire population with weapons. To arm the people would 
be nonsense; and a people’s war, in the vague catchpenny 
sense of the phrase, might prove to be no less than a 
people’s massacre. But to enrol and train the people is 


vital. A nation of grenade throwers is a figment of fancy; 
a nation of soldiers and munition makers is a necessity. 
The key to the achievement of this great army of de- 
fenders lies in the multiplication of equipment, and it will 
take time to raise the supply of arms from the pitifully low 
level at which it was allowed to rest for nine months of 
pseudo-war. Yet there are prior steps that could and should 
be taken; and first and foremost among them is the 
speedier summoning of men of military age for drill and 
training. To fight with shovels and broomsticks would 
be ludicrous, but to train with them, as the men of 
Kitchener’s Army did during dark days in the last war, 
is not only feasible but imperative. 

There is a point of great technical importance which 
strongly reinforces the demand, now widespread, for 
speedier calling up. At present, there is not the equip- 
ment to supply a great army. But the wheels are being set 
in motion, the men and machinery enlisted, for pouring 
out a flood of arms and munitions. On Thursday, Mr 
Morrison reported big gains in output. The time will come, 
if the mobilisation of men and machinery is carried through 
now with sufficient daring and completeness, when the 
furnishing of a great army will be possible. Then the need 
will be for men. We must see to it that the men are 
ready, fit, disciplined and made used to the exercise 
of arms. 

This necessity for long sight and timely planning 
runs through the whole range of war organisation in these 
critical days. Powers have been taken in the field of pro- 
duction to employ all property and all persons as the 
Government may choose for the prosecution of the war. 
There is need to use those powers now, even though the 
immediate military effort that can be made is plainly 
limited by the shortcomings of past organisation and the 
grievous setback of disastrous defeats in Germany’s chosen 
battlefields. We may ask whether these powers are being 
used as they should be. Arms factories and munition makers 
are working harder and more continuously than ever be- 
fore. We know that a count has been made of the machine 
tools, skilled labour and plant available for war work, 
but it is hard to be certain yet that the widest possible 
immediate effort is being made. Have all the precious 
machine tools in existence been effectively marshalled for 
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war work, and war work only? Is it not true that, despite 
the recent speeding up, too many factories are still work- 
ing only one shift daily? Is it not true that a great number 
of small firms and works which were used on war con- 
tracts in the last war are not being used now? 

The same doubts apply to labour. Mr Bevin has talked 
well and finely. He has been given authority to deploy 
the country’s workers as and where he thinks fit. But it is 
still his boast that his aims can be sufficiently gained by 
voluntary means without the use of these powers. It is 
true that some use of them has been made, largely to meet 
local difficulties, as in the redistribution of skilled labour 
between neighbouring works; but no steps have yet been 
taken sufficient to set on foot the recruitment of an 
Industrial Army, big enough to meet every need of the 
nation in arms that we have now to build. It is not enough 
simply to juggle locally, or even nationally, with the scarce 
supplies of skilled labour that are available. What is 
needed is a great increase in the labour force available for 
war purposes, skilled and semi-skilled; and the only way 
to do this, as in the creation of a great army, is to begin 
now with enrolment, enlistment, drill and training. Men 
must be ready when the need arises. 

In all these fields the new Government has eyes to see 
what is wanted, but the advance towards that goal has not 
yet taken on that mounting speed which alone will bring 
this nation first to the winning post. To take but one more 
example: there is finance, the measure and mechanism of 
the translation of national resources into the sinews of war. 
Sir Kingsley Wood has pledged himself to undo the 
perilous leniency of his predecessor. But there is no 
tangible sign yet of the broad new conception of war 
finance that is now a sore and urgent need. The outline of 
the financial planning that total war economy requires is 
stated yet again in a leading article on page 1113. All that 
need be said here is that the single, simple truth that every 
possible useful resource must be taken away from civilian 
and non-necessary use and mobilised for war employment 
has not yet begun to permeate official policy. It has proved, 
perhaps understandably, impossible to limit civilian con- 
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sumption by clamping down wages. It is proving impos- 
sible to meet the needs of the expanded war effort solely 
by the transfer of purchasing power to the Government 
through taxes and loans. More loans and more taxes there 
must be, but the direct instrument whereby the nation’s 
wealth can be dedicated to war, and to no other purpose, 
is the instrument of rationing and restriction. The aim 
should be to leave for civilian use only what is absolutely 
and barely necessary and every means to that end, includ- 
ing ruthless taxation and forced saving, in addition to the 
widest feasible system of rationing, should be employed. 

It is widely and rightly held that this is no time for 
recriminations. Still less is it any time for captious criti- 
cism of a new and able Government which is facing a 
tremendous task with clear eyes and courage. It is only 
with the desire to help that we ask these questions. Why 
is the flow of deeds still seemingly retarded? It is not, 
as some think, because the old gang of politicians still 
holds some sway in the councils of State. Physically they 
are still there, but their influence is at present sterilised. It 
is not they, but men and methods not open to public 
criticism or responsible to the people’s will, who probably 
stand most stubbornly in the way now. Mr Churchill and 
his new men have not yet found it possible to remove the 
bureaucratic inertias upon which the political sloth of the 
past fed and waxed fat. The qualities of timid caution and 
negative thinking, always a danger in a bureaucracy, have 
been encouraged in the past two decades both by unad- 
venturous Ministers and by the overstrict control of the 
Treasury. Feather-bed obstacles of this sort are hard to 
overcome; but in every vital matter of war organisation, 
in home defence, production, labour and finance alike, 
Ministers should ask themselves one question, and one 
only. Could Hitler do it? If Hitler could, then they can. 
The mood of the people now is such that they, unlike 
Hitler, can do it without the aid of any Gestapo or con- 
centration camps. “ Go to it,” Mr Morrison has urged the 
nation. The nation is now echoing back to the Govern- 
ment itself the Government’s own appeal. “ Go to it”— 
and let nobody stand in the way. 


The Secret Weapon 


ITLER’S training ground for a propaganda which 

has just scored its most astonishing triumph in the 
collapse of France was his own unfortunate nation. The 
Nazi campaign began to gain momentum during the world 
economic crisis. The complete irrationality of the world’s 
economy and the meaninglessness of its local manifesta- 
tions in Germany induced in the German masses a mood 
of irrational despair and a corresponding hope in some 
equally irrational deliverance. The Nazis exploited this 
mood. They had no rational programme, and, having aban- 
doned reason, inevitably they fell back on a programme 
of naked power unjustified by any consecration to parti- 
cular ends. Interpreted in terms of a national movement, 
this programme spelt unlimited German domination. 

As a programme it lacked popular appeal. The German 
people were not interested in world empire. They wanted 
bread, work, security or defence against rival interests. 
Hitler had to find other means of persuasion. He therefore 
promised everything to everybody—freedom to the em- 
Ployers, equal freedom to the workers, security for the 
small tradesman, security for the big trust, peace for 
the pacifists, war for the soldiery, nationalised industry to 
the Socialists, economic feudalism to the capitalists. At 
the same time he played off these groups against each 
other, fomenting Communism, for example, to frighten the 
business world into submission and promising to destroy 
capitalism in order to content the “ little man.” The dual 
method was on the whole successful. Such was the mood 
iN Germany during the crisis years that Hitler’s wildly 
consistent programme was believed because of, rather 
than in spite of, its inconsistencies, and the increase in 
Mutual fear and distrust which Nazism engendered played 
Into the hands of the man who had promised each group 
Salvation from all the rest. 

us, almost without a blow, Hitler undermined Ger- 


man society before he captured it. His policy with other 
societies has been no different. There is a bitter analogy 
between Nazi propaganda and the Nazis’ mechanised 
columns nosing their way along the enemy lines, thrusting 
here, thrusting there to find the weak spot in the defences, 
and once the weak spot has been discovered concentrating 
all their power and strength and venom on that particular 
point, bursting through and spreading out behind the 
gap they have created. So it is with their propaganda. 
There is not a body politic in the world whose spiritual 
defences are not being felt and tested by the Nazi pro- 
paganda machine. The weak spots of treachery, cowardice, 
avarice or honest prejudice are carefully marked. At the 
appointed time the flying columns of bribery, lies, threats 
and promises are launched and the bridgeheads fall. Per- 
haps it is the head of a Government department, a dis- 
tinguished publicist, an ex-Cabinet Minister, a disgruntled 
general, the director of some important industrial concern. 
Through these men in key positions the propaganda 
passes and spreads out—to the Government department, 
to the political coterie, to the military clique, to direc- 
tors and shareholders or to other members of the same 
industry. 

The aim of German propaganda never varies. It is the 
forwarding of German power. The content varies con- 
siderably, according to the group under attack. The tech- 
nique, too, has as many forms as it has victims, but the 
appeal is invariably launched at a sub-rational level. The 
Nazis do not, in the first place, seek to convince. Their 
aim is to create an atmosphere in which half-submerged 
phobias, hates and fears can be brought to the surface and 
there guided towards the desired end. They play on pre- 
judice, increase distrust, whisper suspicion, sow doubt. 
They act as a dissolvent force on principle, faith and 
honest conviction. It is an incredibly skilful exploitation 
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of psychology, of the semi-unconscious, semi-automatic 
instincts of the human mind. 

The Nazis have probably scored their easiest triumphs 
by exploiting human vice and weakness. Their commer- 
cial penetration, for example, has been powerfully aided 
by bribing important business men into profitable but 
illegal operations and then using the threat of exposing 
this illegality to turn the frightened industrialist into a 
Nazi agent. There is hardly a Balkan country which does 
not offer examples of this method. Dissatisfied ambition 
has also played an important part, especially once the 
possibility of German domination of Europe turned to 
certainty. Many men prefer a position of quasi-authority 
under German rule to obscurity under their own national 
Government. Major Quisling is an example of this, and a 
host of other instances could be cited in the Low Coun- 
tries or South America. 

The exploitation of vice is not, however, either the most 
horrifying or most skilful side of Nazi propaganda. The 
Nazis have secured their greatest successes by exploiting 
honesty. Any society is divided and subdivided into dif- 
ferent groups of interest or opinion. Between the various 
groups, tension exists. Where the differences go deep, as, 
for example, with racial differences or economic cleavages, 
the tension can be great enough to destroy social cohesion. 
It is the Nazis’ first aim to make use of all these differ- 
ences, and by increasing tension to cracking point to create 
a moment of anarchy in which the intervention of ex- 
traneous force is welcomed by some while the rest are 
powerless to resist. In the early years of Nazidom, national 
differences were most fully exploited, not only among 
German groups outside the Reich, but Czech against 
Slovak, Magyar against Roumanian, or Serb against 
Croat. For the last year or so, however, the differences 
played upon have been mainly in the sphere of ideology 
and of the economic and social ferment from which the 
ideologies have sprung. 

Two of the strongest motive forces in the Europe Hitler 
found were hatred of capitalism and fear of Communism. 
He has made good use of both. Right Wing groups have 
been encouraged to look to him as the bulwark of Western 
civilisation, and Spain, and to a lesser extent and more 
cynically Italy, have been brought into his orbit on this 
basis. But the Communism from which he offered to pro- 
tect timid industrialists, Right Wing Catholics, tradi- 
tionalists and Conservatives was, more often than not, 
being backed by Nazi funds and carried on by Nazi agents 
provocateurs. The play on these rival fears was so skilful 
that Hitler has—as the last weeks show—actually brought 
off the tour de force of keeping intact, simultaneously, 
the Anti-Comintern Front and the Pact of Friendship 
with Russia. France, to-day, is a pitiful example of this 
technique. Since the beginning of the war, Thorez, the 
Communist leader, has been in Germany, and German 
propaganda among the French troops has followed the 
lines of “ plutodemocratic capitalist Britain” and “ Ger- 


NOTES OF 


The Armistice Terms 


France’s armistices with Germany and Italy, signed on 
June 22nd and June 24th respectively, have brought her 
into complete subjection “ under the German jackboot and 
the Italian dancing pump.” According to the terms of the 
German armistice, Germany is to occupy a large part of 
France, north and west of a line running from Geneva 
through Chalon, Moulins, and Bourges to St. Jean Pied de 
Port and the Pyrenees frontier. Germany can demand the 
surrender and delivery of armaments from non-occupied 
territory and all fortifications are to be handed over intact. 
“The French fleet, except that part left free for the safe- 
guard of French interests in the Colonial Empire, shall be 
collected in ports to be specified, demobilised and disarmed 
under German or Italian control.” Germany gives a 
guarantee not to use the French fleet in the war “except 
those units necessary for coast surveillance and minesweep- 
ing” (a proviso whose application can be extended almost 
indefinitely). All French naval vessels outside territorial 
waters are to be recalled. No French soldiers are to leave 
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many linked with revolutionary Russia for the destruction 
of world capitalism.” On the other hand, the Pétain Goy. 
ernment, like the Franco Government, represents thog 
forces of the Right which prefer the European hegemony 
of Germany to collaboration with the .“ Liberal-boy;. 
geois-Socialist democracy of Great Britain, carrier of 
Bolshevism.” 

Nor is the chronicle ended with Right and Left. The 
British imperialist who thinks that Europe is no concem 
of Britain’s finds an enthusiastic response and more sup- 
port than he is aware of in Berlin. The American isola. 
tionist who prides himself on his power of resistance 
to Allied propaganda is permeated with Germany’s. The 
pacifist who, with religious conviction, denounces the 
wickedness of war may well find his honest peace propa. 
ganda sheet financed out of Nazi funds. At another level, 
groups and societies of every sort—anti-vivisectioners, 
missionary societies, health and sports and beauty league 
—can find themselves being used as centres for a props. 
ganda of which they are almost unconscious. 

The danger to democratic society of Nazi methods js 
so obvious that it need hardly be stressed. Unlike th 
totalitarian dictatorship, democracy admits and recognises 
the fact that any healthy society is composed of different 
groups of interest and opinion, and that tension between 
these groups is possible and must be met not by suppres- 
sion but by the discovery of a via media. But a condition 
of this method is that no differences shall be allowed to 
grow into unbridgeable gulfs and no group shall entertain 
feelings of hostility deep enough to defeat all hopes of 
compromise. Nazi tactics are exactly designed to under. 
mine these safeguards of liberty. The whole aim of Nazi 
propaganda is to exacerbate differences, fan hostility, 
breed distrust and create fear. Its business is to see that 
men are divided from their fellows, that interests clash and 
differences of opinion grow into the conflicts of rival 
fanaticisms. The unity of democratic society, which is 
above all a unity of tolerance and balance, is peculiarly vul- 
nerable to a propaganda which threatens to destroy both. 

We need not suppose that our own country has escaped 
the dangers of Nazi infiltration or that war with Nazidom 
has rendered us immune. We have our cowards and our 
ambitious men; we have our extremists to Right and Left; 
we have our anti-war groups—all real or potential instr- 
ments of Nazi propaganda. In spite of our representative 
and truly national Government, in spite of the overwhelm- 
ing loyalty of the mass of the people to the cause 
freedom for which we took up arms, in spite even of th 
age and stability of our national traditions of unity and 
liberty, we must remain unceasingly alert to counteract in 
others and crush in ourselves the fears, suspicions, resent- 
ments and prejudices on which Nazism hopes to feed. To 
sap our moral resistance first is a condition of any Naz 
victory, but this is a front on which we are all mobilised 
for the fight. Here, in a valid sense, it is a people’s wat 
where “ nothing but ourselves can beat us.” 


THE WEEK 


France, no Frenchman may fight Germany in the servic 
of other Powers, no war material is to go to Britain. French 
merchant shipping must remain in harbour and resumption 
of commercial traffic will be impossible without German and 
Italian permission. Aircraft is to remain on the ground and 
all aerodromes will be under enemy control. All armament 
works, stocks, naval yards and so forth must be abandoned 
intact. France is to have no wireless transmitting stations. 
Refugees are to be returned to occupied France and Get- 
man prisoners of war must be given up. French prisoners 
will not regain their liberty. France is to pay for the German 
army of occupation and “the present armistice is to 
valid until the conclusion of a peace treaty and to 
denounced at any moment if the French Government do not 
fulfil their obligations.” 


* 


The Italian armistice terms repeat such provisions as the 
handing over of military stocks, war material, naval 
and aerodromes, the demobilisation of the French _ Fleet 
the immobilisation of the merchant fleet and of all al ’ 
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the release of prisoners and internees and the conditions 
regulating the duration of the armistice. Italy’s own terms 
are largely concerned with the French Colonial Empire. 
Italy is to have full rights over the port of Jibuti and the 
French section of the railway to Addis Ababa. Various zones 
in France, Tunisia, Algeria and French Somaliland are to 
be demilitarised to a depth varying from 30 to 120 miles. 
For the duration of the war, the naval bases of Toulon, 
Bizerta, Ajaccio and Oran are to be demilitarised and the 
process must be complete within fifteen days. Italy’s direct 
territorial claims are limited to the “advance lines” on 
which the Italian armies were standing at the close of 
hostilities. The frontier town of Mentone will thus pre- 
sumably be handed over. In fact, however, reports suggest 
that the Italians are interpreting the “ advance lines” 
elastically and are swarming into French Savoy. These then 
are the terms to which the Pétain Government has agreed. 
It is difficult to imagine a capitulation more complete or 
terms which cripple more effectively the nation’s life and 
liberty. 


* * * 


The Franco-British Negotiations 


“No doubt,” in Mr Churchill’s words, “a much fuller 
account will be given by history” of the tragic events of 
the last fortnight, but a fairly full account has already come 
from the Prime Minister himself, and it is possible to give 
at least an outline of the progressive stages of France’s col- 
lapse. General Weygand was summoned to Tours by M. 
Reynaud, and on June 12th he gave his opinion that France 
could not escape total occupation. M. Reynaud invited Mr 
Churchill to consult with him, and on June 13th, accom- 
panied by Lord Halifax and Lord Beaverbrook, the Prime 
Minister flew to Tours. Here M. Reynaud explained the 
plight of France and pleaded to be released from the under- 
taking not to seek a separate armistice. Although Mr 
Churchill fully realised that France had borne the brunt of 
the fight and that “ we had not so far endured equal trials 
or made an equal contribution in the field,” he could not con- 
sent to the request, and M. Reynaud agreed to make another 
appeal to the United States. It was decided that if the answer 
was unsatisfactory, then the situation would be reconsidered. 
M. Prouvost, speaking for the Pétain Government, would 
have the world believe that, at this point, Britain consented 
to the possibility of a separate armistice “ against her will ” 
but understanding France’s difficulties. However, a Cabinet 
record has been kept of the meeting, and we have no reason 
to doubt Mr Churchill’s version of the conversations. On the 
16th M. Reynaud, now in Bordeaux, told the Prime Minister 
that the American response was inadequate, and asked for a 
formal release from the agreement. Our reply was to consent, 
subject to one proviso, “ that the French fleet would be des- 
patched to British ports and remain there while the negotia- 
tions continued,” and to dissociate ourselves from the armis- 
tice. That same evening, Mr Churchill was about to set out 
for France when news of the fall of M. Reynaud reached 
him. With the Pétain Government it was impossible to 
establish anything like satisfactory relations. The First Sea 
Lord, the First Lord and Lord Lloyd all went to Bordeaux 
to urge the importance of the French fleet, but “ everything 
was fusing into collapse at that time.” Nevertheless, “ many 
solemn assurances” were received that the fleet would not 
be allowed to fall into Germany’s hands. It was this breach 
of faith and not (as Marshal Pétain so ungenerously sug- 
gested) “fear lest the same fate should overtake” their own 
country that caused the “grief and amazement” of the 
British Government on reading Article 8 of the Armistice. 


* * * 


France d’outremer 


The continuance of any armed resistance on the part of 
France depends upon the attitude of the Colonial Governors 
aid in particular upon the High Commands in overseas 
territory. As soon as the extent of France’s capitulation be- 
Came known the Prime Minister issued an appeal “to all 

fenchmen outside the power of the enemy to aid... to 
the utmost of their strength the forces of liberation ” and, on 
the same day, it was announced that General de Gaulle 
Would, in agreement with the British Government, set up a 
Tovisional French National Committee to carry on the 
Struggle and “to take under its jurisdiction all French citi- 
zens at present on British territory.” The composition of the 
National Committee, in spite of a promise of immediate pub- 
ication, has not yet been made public, and a good deal of 
Uncertainty still prevails over its status and its connection 
With the French colonies and armies overseas. There can 
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be no doubt that France d’outremer is anxious to continue 
the struggle, and is outraged by the humiliating terms of 
the Armistices, particularly the Italian terms. Yet there are 
a number of obstacles in the way of co-operation and action. 
There is, first of all, loyalty to the Pétain Government, which 
includes General Weygand and may still include Admiral 
Darlan. General de Gaulle is a general of very recent stand- 
ing, and difficulties of military status may well prevent 
General Nogués in Morocco and General Mittelhauser in 
Syria from accepting his leadership in place of that of the 
Bordeaux Government. His presence on British soil is also 
a handicap, since resistance must ideally be organised from 
French territory. Again, the colonies are still in the dark over 
the nature of the threat which they are to meet. General 
Nogués, the Resident General of Tunis, and the High Com- 
missioner of Syria have declared their refusal to surrender 
territory and their determination to defend their lands against 
attack. Does this, however, cover active and offensive co- 
operation with the British Forces? The latest reports from 
North Africa suggest that General Nogués has determined 
that resistance must continue and is prepared to lead it, but 
much depends on the amount of assistance in money and 
war material that Britain can provide. Everything suggests 
the colonies will fight on, provided we can reassure them that 
their intervention will be effective and contribute to the final 
liberation of France. 


* * * 


A Bigger Army 


Last Saturday the registration of just under 333,000 
more men (born in 1911) for military service brought the 
total number of registrations since conscription began up to 
over 2,800,000. Next month four further age classes will be 
registered, bringing the total up to about 4,000,000. Even if 
due allowance is made for the fact that in the thirties more 
men are likely to be engaged in reserved occupations than at 
the earlier ages, the number of men liable to be called up 
will be formidable by the end of July. Actually, these figures 
of registrations have been dangerously bemusing in the past. 
They have hidden—even been used to hide—the slowness of 
the actual call-up. Up to now, in spite of the introduction 
of conscription, Britain has been planning to have a rela- 
tively small army (by Continental standards) at a fairly late 
date. The rate of calling-up is determined by two things: 
the projected size of the army at some fixed future date; and 
the rate at which supplies and equipment are forthcoming. 
The first has been too small—and too late; the second too 
slow. There are some who say that the loss of a battlefield 
in France absolves us from the need to carry on with the 
expansion that the defeats there appeared for a spell to make 
imperative. On the contrary, the need for a big army is 
greater than ever. Not only a battlefield was lost with the 
French capitulation, but the French army as well, an army 
of millions, an army that must now be replaced by the free 
peoples, if the double task of defending Britain and then of 
striking at Germany is ever to be achieved. 


* 


The call-up in June was speeded up; and the restrictions 
on voluntary enlistment have been somewhat eased. But 
registrations are still too far ahead of summonses to serve; 
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and it is only a very partial explanation to say that the men 
who opt on registration for the Navy or the Air Force are 
kept back to be called upon when they are wanted. The 
Schedule of Reserved Occupations has always been a monu- 
ment to the meagre imagination of Britain’s war chiefs, and 
the latest revision (now available in detail at any bookseller) 
is no conspicuous exception. The idea of scientifically sort- 
ing out, and exempting from soldiering, men whose abilities 
and experience must be of more use in essential work at home 
is excellent—in fact, indispensable. But the Schedule is too 
swollen with trimmings, with occupations that a beleaguered 
nation could do without to-morrow; all sorts of academic 
and professional people are unaccountably reserved; workers 
in non-essential trades, or in trades like distribution which, 
though essential, could bear cutting down drastically, are 
protected. In the beginning, when we were starting to 
organise for war, this was understandable. Now, when we 
are fighting for our lives, it is hardly credible that an appre- 
ciable part of the male adult population should be estab- 
lished by law (however provisionally) in a barren limbo, 
neither fighters nor war workers. There is a vicious circle 
here that can be squared. The barrier to a bigger army is 
the lack of supplies and equipment; if every useful man— 
and woman—were put to ‘produce war goods, then the 
rest could be made ready, in their hundreds of thousands, 
for fighting. 
* * * 


Industrial Man-Power 


Mr Bevin is beginning to repeat himself. “ There will 
be a wider call (he said again last week) for labour from less 
essential industries and for women to go into munitions .. . 
we are all one army.” This is pease pudding in the pot nine 
months old. The new Minister of Labour has complete 
powers, not only to enlist unemployed people and women 
for war industries, but also to transfer workers from employ- 
ment that is not needed into employment that is. Yet there 
is small evidence that these powers are being at all widely 
used, or likely to be so used. Mr Bevin has shown energy. 
His words have been blunt and frank. He has in mind an 
important scheme to bring women into factories for one or 
two days a week to relieve the workers there and to accustom 
the women to industrial employment. But, though it is too 
soon yet to pass judgment when much greater schemes may 
be swiftly ripening, the Minister’s deeds still fall short of 
his exhortations. There has been an appreciable voluntary 
increase among firms in the unskilled men and women put 
under practical instruction; and the training of unemployed 
workers has quickened; but the chief actual and direct con- 
sequence of Mr Bevin’s administration so far is the un- 
remitting toil that the existing staffs of war factories have 
willingly consented to put in. There are two possible reasons 
for the seemingly slow progress, both disquieting to a nation 
on the point of siege. One emerges from the stock answers 
still being given to Mr Keynes’s plea that workers should 
be forced out of non-essential trades en masse and made 
available for war work: namely, that the people put out of 
work would not be suitable for war work; that private and 
public enterprise are too precious to stop; even that the 
whole business of cutting civilian consumption to the bone 
can, and should, be left to “ private retrenchment and the 
good taste of the mass of the public.” The notion that workers 
of all sorts can, and must, be made suitable for war work 
spreads only slowly, and the hard fact that civilian consump- 
tion and, part passu, civilian manufacture and services must 
be drastically lopped by force is not found uniformly palat- 
able. The second possible reason for timidity might conceiv- 
ably lie in the Government’s own planning. If the Govern- 
ment were not making every effort to raise the output of 
aircraft, tanks and every sort of war supplies to the absolute 
maximum possible, if it were still the view that more than a 
limited effort to increase productive capacity was not neces- 
sary, then it would indeed be no use Mr Bevin ruthlessly 
transferring workers and enlisting new ones, because there 
would be no work for them—and no security for these 
islands, let alone a chance of victory. 


* * * 


Isolation versus the Monroe Doctrine 


The centre of American politics has shifted from Con- 
gress to the Republican Party Convention at Philadelphia. 
The Republican Party finds itself in a very uncomfortable 
position with regard to foreign politics, for the Republicans 
must either plump for isolationism, a step which would 
alienate millions of voters to-day and untold more millions 
once London has been bombed, or else launch a “ help for the 
Allies” campaign on which they have long been forestalled 
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by the President. The election “ platform” prepared by the 
Resolutions Committee of the National Convention is an yp. 
easy compromise between the two courses—with its talk of 
preparedness, no war and help for oppressed peoples. But 
the American public is on the whole in no mood for com. 
promise, and the only hope the Republicans have of victory js 
to nominate a personality with a policy, which is one reasop 
why Mr Wendell Willkie, with his uncompromising cham. 
pioning of the Allied cause and his equally uncompromising 
attacks on the New Deal, stands a chance of nomination, 
Whether the other Republican aspirants, Messrs Dewey, 
Taft, Vandenberg and possibly, after his important speech 
this week at the Convention, Hoover, will be able or anxious 
to manceuvre Mr Willkie out of the running remains to be 
seen. Certainly he seems to be the only man of a stature 
sufficient to make the attempt to stand up to President 
Roosevelt’s popularity and prestige. A recent Gallup survey 
showed that, if the President were to stand again, 49 per 
cent. of the electorate would vote for him in spite of the 
vexed question of a third term. The same survey, however, 
prophesies a landslide for the Republicans if any other 
Democrat is nominated. 


* 


The international situation continues to play into the hands 
of those who support the Allied cause. The extent to which 
Germany’s success has encouraged Japan’s extremists and has 
led to a delicate situation in the Pacific is a reminder to the 
United States that, in a world given over to the robber States, 
American interests might, indeed most likely would, suffer 
along with those of Britain and France. The reason behind 
the movement of important naval units from Honolulu is still 
obscure. Possibly the United States is anxious to reinforce 
the Atlantic fleet in face of the menace from Germany. 
Another likely explanation is that the ships have been 
sent to keep watch on the Japanese naval units off Indo- 
China. A third possible destination is South American waters. 
The reports of Nazi activity below Panama grow graver 
every week. On top of the Uruguay scare comes news from 
Brazil which suggests that German propaganda—on the lines 
of the British blockade ruining the market for South 
America’s agricultural exports—is making considerable head- 
way in Brazil and the Argentine. Anti-United States pro- 
paganda—Yankee imperialism, dollar diplomacy—is also pre- 
valent. The Navy Department appears to take these threats 
to the Monroe Doctrine very seriously indeed, and talks of 
“trouble” in terms of months, not years. The cruiser 
Quincy is remaining at Montevideo, and the flagship 
Wichita is at Rio de Janeiro. The battleships Arkansas, Texas 
and New York put into La Guaira in Venezuela during the 
week, and now the cruiser Phawnix has beea despatched to 
Valparaiso. This use of sea power to shore up South 
American independence may help to remind the United 
States that the British Navy is still the first bulwark of the 
Monroe doctrine 


* * * 


The Mediterranean Front 


The future course of the war in the Mediterranean 
obviously depends on the degree to which the French 
Colonies decide to carry on the struggle, but our air raids 
continue, and a number of towns in South Italy, including 
Naples, have been bombed. The week’s fighting in Libya and 
Abyssinia has been in the shape of local skirmishes, in which 
the morale of Italy’s native levies appears to have left some- 
thing to be desired. The Italians themselves are too busy 
organising victory marches at home to do much fighting, 
and, in any case, they are waiting to see if the demilitarisation 
clauses of the French armistice are carried out. Then pre 
sumably they hope to stage other victory marches—into 
France’s disarmed territories. The state of non-war makes 
Egypt’s position easier for the time being, but Alexandria has 
been bombed, and Egypt cannot hope to postpone a decision 
indefinitely by steadily increasing the distance between her 
troops and the Libyan frontier. The Egyptian Cabinet has 
resigned, and there is a possibility that an All-Party Cabinet 
under the leadership of Ali Maher Pasha’s brother will be set 
up to take a more decided line over the present crisis. The 
Egyptians are naturally reluctant to commit themselves with 
the war in its present fluid state, but not all Italy’s pro- 
paganda can convince them that they would be better off 4s 
an Axis fief than as a free associate of Great Britain. 


* * * 


Kremlin and Axis 


There is perhaps rather too much wishful thinking i 
the country on the subject of Russia. We have Mr Churchill's 
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word for it that our relations with the Soviet Government 
are “ agreeable,” and it is certainly true that, in the long 
run, the Soviets and Britain have this in common, that 
neither in Europe nor in the Far East does the hegemony 
of a single warlike Power increase their security. But the 
run is very long, and, for the time being, we have to recon- 
cile ourselves to a large measure of Russo-German collabora- 
tion in the political sphere. It springs from the fact that, 
however fundamentally hostile their outlook, for the time 
being Germany is too heavily engaged elsewhere to resist 
Russia’s defensive expansion, while Russia’s relative unpre- 
paredness, which her new seven-day-week armament drive 
will not remedy for months to come, fixes a limit beyond 
which she dare not tempt Germany’s patience. Within these 
limits, the “reinsurance” policy goes merrily forward, if 
not with German connivance at least without formal protest 
from the Reich. King Carol’s transformation of his country 
jnto a totalitarian State, with Axis affiliation, has not saved 
his country from Russia’s advance. After an ultimatum de- 
livered, it seems, by the Kremlin on June 26th, Bessarabia 
and part of the Bukovina appear to have been ceded, and it 
is even reported that Constanza and possibly other Black 
Sea ports will be given up as well. What Germany’s quid 
pro quo will be remains to be seen. Very possibly it will take 
the form of an excusive lien on Roumanian oil. On the other 
hand, the landslide of Balkan revisionism may now have 
been set in motion, and what territories will be redivided 
and to whom the sovereignty will pass may be decided by 
force of arms, but a division on the basis of pre-agreed 
spheres of influence is a possibility confirmed by the rumour 
that Turkey’s abstention from the war in the Mediterranean 
on the grounds of Protocol 2 of the Treaty of Ankara (which 
absolves Turkey from any intervention which might involve 
her in hostilities with Russia) was dictated by Russia in 
direct understanding with Germany. 


* * * 


Japan’s New Demands 


Japan is making the most of the Allies’ embarrass- 
ment. The extremists are once again urging a close alliance 
with Germany and Italy to drive Great Britain and France 
from the Far East and the papers are full of “ East Asia” 
and Japan’s “ Monroe Doctrine.” Probably the only restraint 
at this moment is uncertainty over Russia’s reactions and the 
likelihood of the United States’ grave concern over any 
alteration of the status quo in the Far East, a concern which 
might be translated into terms of a trade embargo. But there 
are obvious concessions which can be wrung from the 
Allies, short of actual territorial modifications of the status 
quo. France is, militarily speaking, non-existent for the time 
being. Hence the confidence and effrontery with which 
Japanese inspectors are supervising on Indo-Chinese soil 
the stoppage of China’s supplies and the speed with which 
Japanese warships have arrived off the Indo-Chinese coast. 
Great Britain’s forces and particularly her naval forces 
are heavily engaged in the defence of her own security. 
The Japanese fleet, let loose in Far Eastern waters, threaten- 
ing Australia’s lines of communication and the integrity of 
the Netherlands Indies, would be an added embarrassment 
in a military situation which is already quite delicate enough. 
It is therefore likely that Britain will seek some sort of com- 
promise with Japan over the three recent demands that the 
passage of arms to Free China via Burma and Hongkong 
should cease, and the troops at Shanghai be withdrawn. 


+ * + 
Two Blockades 


Invasion may still not be the chief weapon in the 
enemy’s armoury against us. Counter-blockade accords even 
better with Hitler’s will to turn back the pages of history and 
re-write them, and attacks upon British trade and shipping 
Were the one consistent element in Germany’s waging of the 
war before the land battles in the West began. Then they 
failed, and the crisis of 1917, when the submarine menace 
threatened Britain with speedy defeat, never seemed likely to 

repeated. Now Germany, with air and sea bases from 
Orway to Spain, is better placed to renew the campaign to 
fay our vital sea-routes. Already, as the latest published 
gures of sinkings (for the week ended June 16th) show, 
submarine activity has restarted, and the recent regular air 
fads on this country have included the tentative bombing 
% certain ports. Indeed, according to a significant new pro- 
Paganda chorus in the Reich, Britain is already blockaded. 
S claim is based, first, on our loss of imports from 
ope, and, secondly, on the new vulnerability of the 
English Channel and East Coast ports. On the first count, 
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the loss of European eggs, bacon, vegetables and (perhaps 
most important) vegetable seeds has undoubtedly been incon- 
venient; but there has been no serious loss whatever that 
cannot be substantially replaced from other sources beyond 
the German grip. Actually, incoming food supplies as well 
as stocks of vital foods are strikingly high, It is the rate of 
supply from overseas that really matters over any period 
longer than several weeks, and so far this has not been appre- 
ciably disturbed. Here Dr Goebbels’s second count comes 
in. If recent events prove to have improved Germany’s naval, 
as well as her topographical, position in the war, then the 
threefold task of British sea-power, to protect shipping, to 
blockade German Europe and to defend these islands (to say 
nothing of offensive and defensive obligations in the Medi- 
terranean), will admittedly become much harder. The French 
Navy, for instance, has done notable work up to now in both 
convoy and interception. Even so, there is no evidence—and 
small reason—to suppose that Germany will in fact be able 
to turn the tables of blockade on Britain. Since the beginning 
of the war, 25,473 ships have been convoyed, with a loss of 
only 36, and the flow of food and materials has been un- 
ceasing. At the worst, so far as we can tell yet, intensified 
enemy action should only cut down the luxurious margin 
of imports we have so far allowed ourselves; and the fact 
that our blockade of Germany is operated on the ocean high- 
ways, at long distances from European shores, should make 
the enemy’s acquisition of a vast Western seaboard of rela- 
tively minor moment. The peril is undoubted, but the remedy 
is within our power. 


* * * 


A Food Plan 


Shipping losses are likely to go up in the near future, 
but it is not losses that we have most to fear. The chief 
check on our imports will probably be the need to re-route 
our shipping and to reshape the present arrangements for 
unloading and distribution. Steps to minimise the delays and 
brief shortages that this will cause are already being taken. 
The long-seen necessity to make larger use of every available 
port and harbour in the West is, belatedly, inspiring action 
—though it should be emphatically denied that the Port of 
London and the East Coast have fallen out of busy use. And 
arrangements for distributing and stocking foodstuffs are 
being strategically decentralised to fit new channels of entry, 
to serve each locality from near at hand and to make use 
of every possible place of storage right down to the whole 
congeries of retail shops. Even so, the flow of imported food- 
stuffs which is our life-line, whatever the size of our stocks 
may be, must necessarily be slowed down and reduced in 
volume; and, as a striking letter from a group of research 
economists to the Manchester Guardian urged a few days 
ago, the need for an immediate and “ drastic extension of 
the rationing system in order to conserve food supplies ” 
seems plain. Officially, there is “‘ no suggestion of an imme- 
diate extension of rationing.” Stocks and supplies are at 
present excellent, and facilities for really large-scale storage 
are unfortunately not sufficient to permit the simple transfer 
of foodstuffs from consumption to stock. Nevertheless, it 
would obviously be possible, for instance, to go some way in 
the direction of concentrating current consumption as far 
as practicable on perishable foodstuffs, setting aside more 








FOR ALL INSURANCE NEEDS 


LIVERPOOL 
LONDON 
GLOBE 


INSURANCE COMPANY LTD. 


Head Office: 


London ; 
| 1 Dale Street, (Chief Office) : 
Liverpool, 2 1 Cornhill, E.C.3 





Saas 
Wa 


QZ 


v CRPO Tt 
YI 











1106 


durable foods for future use; and even more obviously pos- 
sible actually to cut down the quantity of food needed to be 
imported by sternly reducing the amount consumed now or 
at any time. Combined with the Government’s new agricul- 
tural policy, which is to rush up home output and sharply 
curtail imports of feeding stuffs, as well as with a much- 
needed nutrition policy, which would concentrate our eating 
on a restricted range of basic foods balanced to maintain 
health and strength, some such programme of deferred con- 
sumption, storage and extended rationing must be a main 
buttress of home defence. The only really difficult problem 
then would be a social one, not one of absolute shortage at 
all. As a nation we eat far too much, just as we consume far 
too many other things that should also be ruthlessly 
rationed now; but the poor cannot afford to indulge them- 
selves at any time, and the strictly limited basic ration—of 
food or anything else—must be kept within everyone’s reach. 


* * * 


The Defence of Ireland 


The peril to this country of the continued neutrality 
of Eire is causing grave concern, and signs are not lacking 
that Eire realises the peril it involves for herself. At a recent 
all-party meeting in Dublin a strong appeal was made for 
recruits for the defence forces, and the people as a whole 
were urged to respect and support legally constituted 
authority. Not only is there a ready-made Fifth Column in 
the persons of the I.R.A. and the members of the German 
Embassy, but neutrality forbids any staff talks with Great 
Britain (or even Ulster alone) on the best means of defence. 
Many recruits have stipulated that they must not be asked 
to fight on the side of Britain so long as partition exists. 
In the meantime, the physical division between Eire and 
Ulster has been made more real by the closing of the frontier 
between them—visitors from Eire are now required to prove 
that they are entering Ulster for purposes of national im- 
portance to the United Kingdom. The Ulster leaders, for 
their part, have expressed a willingness to drop the partition 
controversy during the present danger, a concession which 
manifestly comes easier to them than it would to their neigh- 
bour. They are anxious to discuss mutual defence measures, 
and it has, in fact, been reported that unofficial talks with 
Eire have been held. The sense of injustice which Eire 
nourishes is understandable, but she must realise that at any 
time now she may have to make a stand, and, unaided, will 
certainly fall. In this war of non-neutrality, even America 
has abandoned many of neutrality’s prescriptions. Cannot 
Eire do likewise and drop the self-evidently absurd pretence 
that Great Britain is as likely to invade her as Germany is? 
There is no doubt that Irishmen will readily spring to arms 
in defence of Ireland. But the fact remains that an alliance 
between Eire, Ulster and Great Britain is the only way of 
making the defence effective. 


* * * 


Purchase Tax Discussions 


It is reported that consultations between the Customs 
and Excise and trade organisations to thrash out the method 
of applying the Purchase Tax have been largely completed. 
Such consultations were obviously necessary if the tax was 
to be equitably administered. In normal circumstances, the 
fullest opportunity would be required to establish precisely 
what firms should be allowed to register as wholesalers, and 
ample time could have been given to the innumerable mar- 
ginal cases. Trades are complex, and their complexities differ 
so widely that no hard and fast definition of wholesaler and 
retailer could be applied to them all. In each case, it is a 
question of fact. That being so, can we afford to waste any 
further time and effort in devising a tax which will involve 
a tremendous administrative problem; will react uncertainly 
and unfairly on small firms in many trades; will seriously 
assist the already strong forces which are working for a rise 
in prices; and, withal, will produce no volume of revenue 
sufficient to justify its adoption, even if the tax is inflicted 
at the stiffest conceivable rate? If we are serious in 
our protestations that prices must be kept as low as pos- 
sible, we shall avoid this gratuitous measure to increase them. 
If we are serious in our efforts to bridge the gap between 
revenue and expenditure by sterner means than inflationary 
borrowing, we shall eschew any new tax whose contribution 
to revenue is measured by a paltry hundred millions, at most, 
and obtained only at great administrative cost. Dividend limi- 
tation had merits, but it was abandoned. In our present 
situation a Purchase Tax would be an untried instrument for 
producing a fraction of the revenue which is needed. It, too, 
should be replaced by simpler and more fruitful measures, 
accompanied by a stringent extension of rationing. 
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Higher War Pensions 


Before the war the Ministry of Pensions was a slowly dy- 
ing Department. Now it covers the pensions and allowances 
for members (and their dependants) of the fighting Services, 
the Mercantile Marine and the fishing fleet, and it administers 
the Personal Injuries (Emergency Provisions) Act, by which 
pensions and allowances are paid to civil defence volunteers 
suffering physical injuries in the performance of their duties 
and to gainfully occupied civilians suffering physical injuries 
as a result of enemy action. In addition, it is responsible for 
the War Service Grants Advisory Committee, which considers 
claims for allowances in respect of serious hardship, that is, 
inability to meet commitments as a result of calling-up. The 
rise in the cost of living since last September, when the new 
Royal Warrant for war pensions was introduced, has 
strengthened the opinion generally expressed at the time that 
the rates were fixed far too low, and they have now been 
revised. In the House of Commons on Tuesday, the Minister 
of Pensions said that the new rates would mean a rise from 
32s. 6d. to 34s. 2d. for a totally disabled private soldier, from 
5s. to 8s. 4d. for a wife, from 5s. to 6s. 3d. for the first child 
and from 3s. 4d. to 5s. for the second and all other children 
—the ridiculous provision under which children’s allowances 
stopped at the third child has, therefore, been abolished. The 
new rates have been based on the cost-of-living index number 
at the end of May and are liable to adjustment in the event of 
a sustained rise in it. Another amendment enables pensions to 
be paid to parents not only if they were actually dependent 
upon their son’s allowances at the time he was killed, but also 
if they should subsequently be in need; that is, prospective 
contributions from a son to his parents are taken into account. 
The chief objection is not that they will have to pass a needs 
test as such, but that it introduces another needs test. It is 
now possible that in the same household there will be a means 
test for an unemployed member, a means test for old-age 
assistance and a means test for pensions of war. The case for 
bringing all social service allowances and pensions into line, 
on the basis of a minimum below which no _ household 
should be allowed to fall, is getting stronger every day. 


* * * 


Maintenance or Work 


The Unemployment Insurance Bill introduced in the 
Commons on Wednesday has two objects. One, in line with 
the general upgrading of social allowances and pensions that 
has proved necessary since September, is to counter the 
effect of a 17 per cent. increase in the cost of living on the 
purchasing power of insured unemployed. The other is to 
bring into the insurance scheme nearly half a million 
workers with incomes between £250 and £420 a year, 
workers who have long lived in an uneasy no-man’s-land 
between the State-aided poor and the independent well-off, 
and who are now liable, with the cutting-down of non- 
necessary Civilian trades, to fall out of work and into distress. 
This latter change (carried out two years ago in health in- 
surance, has long been advocated, and after the war, when 
all the hard problems of remobilisation for peace work come 
up for solution, the extended structure of the unemploy- 
ment insurance scheme should prove invaluable. In future, 
single men over 20 years of age in benefit and out of work 
will get £1 a week instead of 17s. and unemployed women 
of the same age will get 18s. instead of 15s. Under 20 the 
all-round increase will be 2s. a week. Now that minimum 
agricultural wages have been put up to 48s. a week, the 
maximum amount of weekly benefit (including all allow- 
ances) that can be paid under the agricultural scheme has 
been raised from 35s. to 38s. This is not mere largesse. Un- 
employment insurance is actuarially based. That basis has 
been broadened by the inclusion of new classes. Contribu- 
tions (from workers, employers and the Exchequer alike) are 
to be increased by one penny a week in the general scheme 
and 4d. in the agricultural scheme. The number of unem- 
ployed a month ago was still over 900,000, and Mr Bevin’s 
amelioratory changes will bring very widespread relief. The 
real trouble is that there are far too many unemployed— 
or, rather, since large numbers of workers in civilian trades 


must lose their jobs, too few openings for them to find war 
work. 


* * * 


The Londoner’s Fares 


From Wednesday next, the Londoner will pay more for 
his transport. The suburban railway traveller has been pay- 
ing 10 per cent. more for his ticket since May Ist, and the 
new increases relate to the road and rail fares of London 
Transport. The late Minister of Transport was willing t0 
order a general 10 per cent. increase in charges on the main 
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jine railways, but he preferred to refer the question of 
London fares to the Charges Consultative Committee— 
which is the Railway Rates Tribunal bereft of its executive 

wers. The Committee has accepted the London Transport 
case that mo increase in receipts can be obtained without 
first tackling the 1d. fare, and has recommended the increase 
of the minimum road fare (covering two fare stages) to 14d. 
The small number of 14d. fares will be raised to 2d., and 
existing 2d. fares covering three stages will remain un- 
changed. For four stages, however, the fare will be increased 
to 24d. Among other alterations of road fares, the Com- 
mittee recommended an increase in 2d. workmen’s fares to 
24d., compared with the Board’s proposal of a 3d. minimum. 
Similar changes in fares on the Board’s railways are to be 
made. The total result of these increases is estimated to 
produce £2,070,500, which is slightly more than the 10 per 
cent. increase in receipts to which the Board is entitled. 
But the figures are obviously subject to considerable reserva- 
tion. Even the Board’s most expert officers could not know 
the extent to which revenue may be lost as a result of the 
increase in fares on its most remunerative, but most sensi- 
tive, short-distance traffic. The 14d. minimum, again, is 
somewhat at odds with arguments put forward on behalf 
of the Board at the fares inquiry in March last year that the 
halfpenny was an unmitigated nuisance to the quick clear- 
ance of passengers. There is plainly a risk, too, that the 
Board’s 1,580,269,440 passengers who travel at penny fares 
during the year may find themselves short of halfpennies. 
These increases are ordered to take effect from July 3rd. 
But actually there is this consolation: the Board cannot pre- 
pare 2}d. tickets before the first week in September. Until 
that time, the passenger who has to contemplate paying 14d. 
for two stages will be able to double the length of his journey 
for another halfpenny. 


* * * 


Eyes Open 


There are suggestions to curb the Press still more. 
Rightly, it is argued that irresponsibility and wrangling con- 
troversy On the part of newspapers have no place in a state 
of siege; and it is undeniable that, in the first half-year or 
more of war, some of the most widely-read newspapers in the 
country did the national cause a grave disservice by con- 
sstently attacking (with at least the sympathy of their adver- 
tisers) most of the economic restrictions and defence pre- 
cautions that are now seen to be vitally necessary. Actually, 
however, these suggestions are misconceived. Mr Churchill 
himself paid tribute on Tuesday to the vital réle of Parlia- 
ment and a free Press in national defence. The Government 
has already ample power, through the censorship and 
by the use of new defence regulations, to put a stop to both 
iresponsibility and obstructionism. Indeed, the chief safe- 
guard against blindness and obstruction in places higher even 
than the Press is the maintenance of a free forum for all news 
and views which do not stand in the way of waging the war. 
The fact is that the lesson of France has to be learned. 
There, a main cause of collapse was the double failure of the 
men in charge either to face the facts themselves or to permit 
the French people to know them. The recent picture of 
France’s citizens Jeft unaware of the slavery into which they 
were being led was the tragic symbol of France defeated. If 
the people and rulers of this country are to go “ eyes front” 
to face their greatest peril, they must go with their eyes open. 


* * * 


Reward for Valour 


The wholly inadequate accommodation for the rest and 
tfreshment of troops at large railway stations, in the pro- 
vinces as well as in London, has been a consistent scandal 
‘ver since the war started. Now the Commons has taken up 
the case, and all that Mr Richard Law, for the War Office, has 
0 say in reply is that “ measures are being taken.” Elsewhere 
in this issue the need for swift decisions and speedy action in 
all branches of administration is emphasised. There could be 
N0 better example in small of the prevailing inertia arising 
fm routine and habit than this callous offence against 
“tving men. It is easy for official spokesmen to multiply 
dificulties. They say that provision for troops might impede 
nilway traffic, as if unfed and weary soldiers littered about 
the stations did not already impede it to the maximum. There 
ae solemn discussions with the railway companies about the 

of rooms, as if all property were not in posse at the 
State’s disposal already and the railways already under Gov- 
‘fMment control. There is not a single good reason why the 

em, which we are told is “ regarded seriously by the 
ar Office,” should not be solved in a few hours. Every 
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available space for rest, refreshment and washing should 
remain open, day and night and free of charge, so long as 
there are waiting soldiers to use them. In addition, since 
English stations are notoriously lacking in the ordinary 
amenities of a decent and sanitary life, temporary and mobile 
facilities, canteens, mattresses, blankets and so on, should be 
made ready forthwith in a sufficient number—quite regardless 
of whether or not railway caterers may be afraid of competi- 
tion—to be rushed at once to stations whenever troops con- 
gregate there. Anything less will be sheer neglect of the Gov- 
ernment’s plain duty. Some voluntary bodies, such as, 
notably, the Y.M.C.A., and some stationmasters have done 
their best, but the responsibility is a public one, and only the 
provision of Government-directed and Government-financed 
amenities can fully and satisfactorily discharge it. 


* * * 


Shorter Notes 


With the rest of civilised Europe crumbling about her and 
with refugees, driven ever further by the westward drive of 
Nazi barbarism, pouring in upon her, peaceful and happy 
Portugal continues her centenary celebrations, This week 
the Duke of Kent, as the special ambassador of her oldest 
ally, arrived in Lisbon, to join the other diplomatic missions 
which are presenting their countries’ congratulations on the 
eight hundredth anniversary of her independent existence. 
That this should continue must be the wish of all who are 
now fighting for their own. 


* 


On Wednesday, the Indian and Burma (Emergency Pro- 
visions) Bill passed through all its stages in Parliament. It is, 
as Mr Amery, the Secretary of State, pointed out, chiefly 
an insurance measure against an interruption of communi- 
cations between this country and India, and gives the Vice- 
roy and the Governor of Burma power to take certain actions 
that would normally be referred to the British Government. 
One of the actions contemplated is the conscription of 
European British subjects, which by the 1935 Act is at 
present excluded from the purview of the Indian Legis- 
lature, and consequently from the ordinance-making power 
of the Viceroy. The conscription of Indian British subjects 
is already within his competence, and the appropriate ordi- 
nance is to be issued shortly. 


* 


The entry of Italy into the war lends more interest than 
usual to the annual return of shipping and tonnage for the 
Suez Canal. For Italy takes second place in the nationalities 
of vessels using the Canal, and last year 866 Italian merchant 
vessels with a net tonnage of 4,154,285 passed through it. 
Italy has frequently complained of the amount she is conse- 
quently mulcted in dues, but by far the greater part of the 
Canal’s revenue is provided by Great Britain. Last year the 
number of British merchant ships using the Canal was 2,469 
with a net tonnage of 14,486,352. 


* 


The scheme for evacuating children overseas has achieved 
considerable popularity. So far, 20,000 are covered both 
by offers and by shipping facilities, and it is probable 
that lack of shipping, not lack of offers, will be the ultimate 
limiting factor. On Wednesday, Mr Geoffrey Shakespeare 
announced the personnel of the Advisory Council. The 
chairman is Lord Snell, and he will be assisted by four 
Government officials, representatives from virtually every 
voluntary organisation even remotely connected with 
emigration, and members of such bodies as the head- 
mistresses’ association, the Boy Scouts’ and Girl Guides’ 
Association, the Free Church Council and the Salvation 
Army—making a Council of 32 members in all. The Gov- 
ernment has evidently been anxious not to cause offence by 
omitting any body of importance, but such an abundance of 
“expert advice” will surely defeat its own ends. 








VOLUME CxXXXVIII 


With next week’s issue of The Economist the half-yearly 
index (January to June, 1940) will be published. Normally, 
The Economist index is distributed to every reader, but on 
this occasion, in view of the shortage of paper, it is proposed 
to supply copies of the index (post free) only to readers who 
apply for it. Applications should be made to 


THE ECONOMIST, 8 Bouverie Street, London, E.C.4 
| and no charge will be made. 
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THE WORLD OVERSEAS 





Germany’s Non-Ferrous Metals 


(By a Correspondent) 


ERMANY’S drive for self-sufficiency in non-ferrous 
metals began long before Hitler took over, for up to the 
depression she had been developing the extensive use of light 
metals and plastics as substitutes for copper and tin, her 
domestic supplies of which were hopelessly short. But in 1934 
the so-called Metal Plan imposed direct control of imports 
and exports of non-ferrous metals and manufactures with the 
ultimate aim of making Germany independent of imports 
in any future blockade. This policy was based on a system 
of quotas for manufacturers as well as on opening up new 
sources of supply in countries likely to be neutral in a war 
against Great Britain and France. At the same time, the use 
of copper, tin and lead was restricted for a steadily increas- 
ing number of civilian articles, and stocks were accumulated, 
especially in 1938 and the early months of 1939. 

Since the beginning of the war, the Government, which 
had already assumed direct control of the metal industry 
through the Reichsstelle fiir die Metallwirtschaft, has im- 
posed complete rationing of non-ferrous metals; and the 
metal industries of Czecho-Slovakia and Poland have been 
incorporated in Germany’s industry. So far as her recent 
conquests are concerned, Germany will benefit to the extent 
of a little copper and nickel in Norway, and in Belgium 
and Holland she will have been able to seize accumulated 
stocks. In France, however, she will gain the large bauxite 
output, which in 1938 amounted to 683,400 metric tons, 
although the fate of the French colonial production of other 
non-ferrous metals, such as molybdenum, which is produced 
in French Morocco, is still in doubt. But, whatever her 
conquests in Europe, Germany’s shortage of copper, tin and 
nickel remains, because by far the greater part of the world’s 
production of these metals is in non-European countries. 
Only Jugoslavia from countries near at hand might be 
developed into a larger producer. 


The Supply Position 


The size of Germany’s consumption of non-ferrous metals 
can be seen from the following table, which was compiled by 
Metaligesellschaft of Frankfurt : — 


CONSUMPTION IN 1938 
(7000 Metric Tons) 








Alu- 
Copper Lead Zinc Tin minium 

Germany & Austria 446-°9 260-9 269-4 20:2 176°6 
Czecho-Slovakia... 35:1 18-0 16-0 1-6 3°5 
IE Rikasieeserccnce 26-1 13-5 53-0 1-8 2-4 
er 508-1 292-4 338-4 23-6 182-5 

Total as percent. of 
world consumption 26-6 18-2 23-7 14-3 35-5 


For the first four of these, the proportion to total consump- 
tion in terms of metal content of imports of crude metal and 
ores was as follows: — 


Per cent. | Per cent. 
Copper ............ SF MUD ~ kcscnusvedeena 8-0 
OO sedi nc abhisee © fT icuksckncsabeewes 99-0 


These percentages would be slightly reduced if it were 
possible to calculate the output of metal from scrap, but 
recent figures of the recovery of metal from scrap have been 
kept secret. With regard to aluminium supplies, home pro- 
duction is nearly 100 per cent. dependent on imports of 
bauxite, though this dependence will be substantially reduced 
by the seizure of France’s output. In magnesium, on the 
other hand, Germany is a net exporter. 


In 1938 accessible neutral countries supplied the following 
proportions of crude metals :— 
PERCENTAGE OF TOTAL IMPORTS 


SE cictaustions al heey COSI S RC 
| 
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ou 


94:0 ! 


The occupation of France will more than assure Germany 
of her bauxite supplies; and the annexation of Austria, 
Czecho-Slovakia and Poland has made her self-sufficient jp 
zinc and magnesium. But her weakness vis-a-vis the blockade 
in copper and lead is very apparent—and the proportion of 
her tin imports shown to have come from accessible sources 
is misleading, for it is really accounted for by re-exports 
from Holland of tin from the Dutch Colonial Empire. 
Efforts to reinforce supplies of non-ferrous metals include 
the complete prohibition of the use of copper, lead, tin and 
aluminium in civilian industries. In addition, scrap metal 
and unnecessary metal articles were the object of an intensive 
collection campaign carried out in March and April of this 
year. The result of this campaign has not been published, 
but it was probably not very satisfactory. For even if church 
bells and public monuments had been included, the result 
would hardly exceed a total for all metals of some 150,000 
to 200,000 tons, and it is known that enough church bells 
have been spared to ring out the fall of France. Moreover, 
it was proved during the last war that metal collection cannot 
replace imports. The third and most important means of 
reinforcing supplies, however, is the substitution of light 
metals—aluminium and magnesium—and plastic materials 
for copper, tin and lead in which supplies are badly deficient. 


The Use of Substitutes 


In Germany (including Austria) aluminium accounted for 
38 per cent. of the total consumption of the five non-ferrous 
metals, copper, lead, tin, zinc and aluminium, in 1938, com- 
pared with only 14 per cent. in 1929. On the other hand, 
the proportion of copper fell from 28 to 24 per cent.; of 
lead from 22 to 13 per cent.; of zinc from 33 to 23 per cent.; 
and of tin from 3 to 2 per cent. Unfortunately, there are no 
figures showing the consumption of magnesium, but the 
importance of this metal, whose specific gravity is consider- 
ably lower than that of aluminium, has grown considerably 
in recent years, and it is now used extensively in the manv- 
facture of aeroplanes, motor vehicles, munitions and as a 
structural material for movable hospitals or other temporary 
buildings. The relative importance of the various non-ferrous 
metals in the German motor vehicle industry is shown by 
the following figures for 1938: lead, 7,500 tons; aluminium, 
7,000 tons; copper, 6,600 tons; zinc, 2,100 tons; magnesium, 
1,400 tons; tin, 900 tons; and nickel, 100 tons. In the muni- 
tions industry, both magnesium and aluminium are good 
substitutes for copper, one use of magnesium being in the 
manufacture of the outer shell of bombs. Aluminium is also 
extensively used to replace copper in the electrical industry. 
Other means of economising the consumption of metals 
are the use of ceramic pipes instead of metal pipes in house- 
building, in the substitution of slate roofing for zinc roofing, 
and in the prohibition of the use of tinplate for food con- 
tainers. Finally, there is the ever-increasing use of plastic 
material in the engineering industry. For instance, the 
heaviest types of machinery used in rolling mills have been 
equipped with bearings made of plastic material; and plastic 
structural material has been introduced into the aircraft 
industry. In fact, light metals and plastic material between 
them have ousted copper, tin and lead to a very large extent. 

This policy of substitution has been made possible by the 
complete State control of every stage in the production and 
consumption of all metals. The aluminium and magnesium 
industry, for instance, is highly centralised, and the State- 
owned Vereinigte Aluminium Werke produce roughly three- 
quarters of the total output. It may be assumed that the 
production of these two metals and of plastic material has 
increased considerably since the beginning of the war. It 
must also be assumed that certain quantities of copper, ti? 
and lead have reached Germany in spite of the blockade. The 
Blitzkrieg may have made a big inroad on stocks, estimat 
on an average at some three-quarters of the 1938 consump 
tion figures, but it would be futile to suppose that Germany's 
war machine will be held up for lack of copper and tin for 
some time to come. 
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Denmark after the 
Occupation 


[BY A CORRESPONDENT } 


Tue German occupation of April 9th has threatened Den- 
mark with economic chaos, for she was cut off overnight 
from three-quarters of her normal export markets and from 
more than one-half of her sources of supply. Two-thirds of 
her agricultural exports had gone to Great Britain alone, 
and she took third place among Great Britain’s European 
customers. 

The German-controlled Copenhagen radio has openly 
admitted the financial and transport difficulties involved 
when, after the occupation, stocks destined for Great Britain 
were suddenly diverted to Germany. The value of these goods 
amounted to £2} millions, and they were paid for by Ger- 
man exports. New trade agreements between Denmark and 
the Baltic countries, including Soviet Russia, have been, or 
will be, concluded on a clearing basis, but otherwise Den- 
mark is reduced economically, as well as politically, to a 
part of Germany; and Danish agriculture and industry, cut 
off from feeding stuffs and raw materials from the West, are 
consequently facing insoluble problems. 


The Agricultural Crisis 


Denmark’s agricultural production was like a huge factory 
converting imported feeding stuffs into livestock products 
for export. All small and medium-sized farms had to supple- 
ment their own crops by purchases of grain, the country’s 
total import surplus of grain and feeding stuffs being 
approximately 1.2 million to 1.4 million tons in a year. As 
Germany cannot provide them with feeding stuffs, the 
Danish farmers have already begun the slaughter of the 
3 million pigs and the 28 million hens, although the summer 
grass and the existing stocks have saved the cattle for the 
time being. Denmark’s constant supply to Germany of agri- 
cultural products was dependent on the maintenance of her 
imports from Great Britain and the West, and this had 
inspired false hopes that Germany would forbear to kill 
the goose which laid the golden eggs. As it is, when the 
shortage of feeding stuffs is felt, which must be at the Jatest 
in the autumn, the farmers will have to begin the sad task 
of mass slaughtering. 

Danish agriculture has been organised on a co-operative 
basis ever since the time, 60 to 70 years ago, when her 
farmers, of their own accord, switched over from grain 
producing to grain importing and the more profitable live- 
stock industry. To-day the growing crisis is threatening to 
destroy this co-operative basis by splitting the farmers into 
two extreme political groups for and against the Nazis. If 
conditions get much worse, the anti-Nazi farmers may resort 
to ca’ canny methods in the hope that by so doing they may 
shorten their period of slavery. 


Attempts to Avert Collapse 


Meanwhile, the Prime Minister, Hr. Stauning, is striving 
hard to prevent the economic collapse of his country. He has 
again and again appealed over the wireless to all political 
parties and classes to share the burden. In May, after broad- 
ening his Socialist-Radical Government by inviting repre- 
sentatives of the two other big political parties, the Left and 
the Conservatives, to join the Cabinet, he tabled a whole set 
of economic emergency Bills which were rushed through the 
Rigsdag at unprecedented speed. The new laws provide for 
severe anti-inflationary measures. The automatic adjustment 
of wages according to an official cost-of-living index number 
has been abolished. The index itself had risen to 168 in April, 
compared with 109 in April of last year, but the rise has 
now been checked by refusing to allow wages to move with 
it. Another measure fixes the prices of commodities, and yet 
another attempts to reduce the number of unemployed by 
making industry share out the work available. Some com- 
pensation is given to the workers whose working hours are 
cut as a result of this measure, and the cost of it is to be met 
partly from a special tax on all wages and partly from the 
Government’s unemployment fund. The number of regis- 
tered unemployed was 116,000 in May, an increase of 50,000 
on May, 1939. But the Germans have been quick to reap the 
advantages to them of the large number of unemployed, A 
German labour exchange has been opened in Copenhagen, 
and many unemployed Danes have already left for Germany, 
so that the problem of unemployment has taken on a new 
national and political aspect. 
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In the financial sphere, dividends are limited to 5 per cent. 
of the company’s capital plus two-thirds of the average divi- 
dend above 5 per cent. for the last three years. Many com- 
panies, however, especially in the shipping industry, will not 
be in a position to pay as much as this. The Copenhagen 
Stock Exchange, which had been closed since April 8th, 
reopened on May 28th, after the discount rate of the 
National Bank had been reduced from 54 to 44 per cent. 
This reduction gave a stimulus to fixed-interest bonds, which 
have continued to show good resistance, but the quotations 
for other shares are substantially lower than before the 
German invasion. 


Fune 20th. 


Financing America’s 
Re-armament 


[FROM OUR NEW YORK CORRESPONDENT | 


EXTENSIONS of the armament programme have now lifted 
the total for the coming fiscal year to the vicinity of $5,000 
millions, or some $3,000 millions above the initial Budget 
estimate of about $2,000 millions. It is by no means certain 
that the full appropriations have yet been called for, and 
this figure seems not unlikely to be revised upwards. There 
are, however, as yet no visible impacts on our economy of the 
programme, the initial phase of which was launched less 
than a month ago, except possibly some anticipatory order- 
ing of steel. 

The accompanying tax proposals, now before Congress, 
are expected to raise about $1,000 millions, mostly by levying 
flat-rate increases on existing taxes. By the lowering of the 
income tax exemptions some 2,000,000 additional income tax 
payers will be brought in, but, in the main, the increase in 
income tax will fall in the form of increased surtaxes on the 
$15,000-$50,000 income grades. 

At the same time the debt limit will be increased from 
$45,000 millions to $49,000 millions, but it is stipulated that 
this increase shall take the form of “ National Defence” 
notes of a maturity not to exceed five years. In other words, 
the defence budget is considered a special budget of about 
$5,000 millions, to be financed one-fifth by taxation and 
four-fifths by a special issue. By shifting $2,000 millions 
of defence expenditure out of the regular Budget and in- 
creasing taxes by $1,000 millions, the regular Budget is 
practically balanced and most, if not all, of the deficit 
becomes chargeable to defence. At the same time, however, 
the proposed appropriations use all or virtually all of the 
$4,000 millions increase in the debt limit, and this suggests 
that the limit will not prove very permanent. 


Sterling’s Spectacular Recovery 


Financially, the principal feature of the week was the 
rebound in free sterling. From early March it sank rapidly 
from about $3.85 to nearly $3.00; about a week ago it began 
its erratic and spectacular climb from about $3.11 to $3.85 
again, the quotations being extremely erratic. Several 
rumours have accompanied this advance—that the short 
position was being run in, that the supply of free sterling 
had diminished to scarcity, that the control intended to end 
the free market, etc. Perhaps all of them are true. It has 
always been claimed that the supply of free sterling was so 
small that the market could be controlled at will. Indeed, 
New York has never quite grasped the raison d’étre of the 
free market, with its extreme gyrations, and would be quite 
glad if it were abolished. It has been argued by some that the 
free rate constituted a sort of subsidy to British exporters. 
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In this respect its efficiency was doubtful, because of the 
uncertainties of the market and because only the official 
rate was recognised by the Customs. 

Less important, but even more spectacular, was the arrival 
of $533 millions of gold in a single week; but most of this 
seems to have been scheduled for earmark. Total sums under 
earmark are now nearing $2,000 millions. 


High Share Yields 


While the complete May data are not available, it is 
clear that in that month the sharp decline in the produc- 
tion index was reversed. Perhaps this is attributable to an 
increase in Allied orders; possibly it indicates that the 
corrective movement had been overdone. So far the upturn 
has been most visible in the steel industry, although the 
motor output has been well maintained. The share market, 
which remained horizontal while business was receding in 
the late winter, slumped badly in May, about the time that 
business began to improve. As yet it has shown no response 
to the evidence of more active production. The position of 
the share market is not readily explicable. Yields on fairly 
well secured issues are rarely under 6 per cent. and com- 
monly 8 or 10 per cent. The wide disparity between the 
institutional rate and the non-institutional, which was 
striking in the early spring, is now even wider. There are 
few features of our economy more arresting than this spread 
between the institutional and the non-institutional rate of 
interest; yet, Conspicuous as it is, it has almost entirely 
passed unnoticed by theoretical commentators. 


Ffune 12th. 


Greater Unity in Canada 


[FROM OUR OTTAWA CORRESPONDENT] 


Tue Canadian people and their Government had been fully 
prepared for the entry of Italy into the war on Germany’s 
side, but now that it has actually occurred, they share the 
indignation of the rest of the Anglo-Saxon world, and there 
were anti-Italian demonstrations in Toronto and other 
places. The great majority of the 120,000-odd Canadians of 
Italian blood are completely loyal to the British Common- 
wealth. They resent the course taken by Mussolini, and 
some of their organisations have passed resolutions con- 
demning it and urging their younger members to enlist. But 
there is an element of more recently arrived immigrants 
from Italy, who have been organised in active Fascist cells, 
the largest being in Montreal, and the authorities lost no 
time in interning their ringleaders, The general effect of 
Italy’s action has been to strengthen the Canadian people in 
their determination to stand firmly by Britain and France 
until victory over the two dictators is achieved, and French- 
Canadian opinion was greatly impressed last week-end when 
Cardinal Villeneuve, Archbishop of Quebec, who is head of 
the Roman Catholic Church in Canada, issued a pronuncia- 
miento denouncing Hitler and all his works in forthright 
language. 


The Government Wakes Up 


The King Government has suffered a serious loss through 
the tragic death of its youngest member, Mr Norman Rogers, 
the Minister of National Defence, in an aeroplane accident, 
but the Prime Minister has won commendation by inducing 
Colonel Ralston, now Minister of Finance, who had a fine 
record in the last war and held the portfolio of Defence 
from 1926 to 1930, to resume charge of it as soon as he has 
delivered his Budget speech. His probable successor in the 
Department of Finance is Mr Ilsley, the Minister of 
National Revenue. The Government now realises that there 
is widespread indignation in the country over its complacent 
acceptance of the thesis of the Chamberlain Ministry, that 
the war could be won cheaply by the persistent application 
of the sea blockade, and its consequent failure to mobilise 
the industrial resources of Canada for the production of 
essential war supplies on the same scale as in the last war; 
and it has now begun zealously to enlist the co-operation 
of the manufacturers, who made known their exasperation 
at the slackness and dilatoriness of both it and the British 
Government at their annual convention held in Winnipeg 
in the closing days of May. The production of munitions 
and war equipment in Canadian plants is being rapidly 
speeded up, and the Canadian Government has arranged to 
build, in association with the British Government, a shell- 
filling plant to cost $8 millions. Recruiting of the new units 
which have been authorised is being pushed vigorously, and 
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aeroplanes from Britain, which were about to be delivered in 
Canada, have been turned back for British use, while all 
the military equipment which can be spared is being shipped 
overscas. 


Favourable Crop Prospects 


The crop reports from the prairie provinces are very 
optimistic; the young crop has been favoured with ideal 
growing conditions, warm weather and generous rains at 
regular intervals in the past fortnight, and the rains have 
been particularly good in the central and northern areas of 
Manitoba and Saskatchewan, which needed moisture badly. 
In the Eastern Provinces fine weather since the beginning of 
June has enabled leeway lost through delays in planting in 
May to be made up and helped the growth of crops and 
pastures. In British Columbia crop conditions are satisfac- 
tory, with growth more advanced than usual, and there is 
so far a good prospect of abundant harvests this year. 

The yield of the Federal revenues for May was $137} 
millions, compared with $105} millions in May, 1939. 
For the first two months of the present fiscal year their yield 
was $178 millions, compared with $135} millions; in the 
same period expenditure totalled $102} millions, compared 
with $79} millions. May also witnessed a gratifying increase 
in Canada’s export trade, its value being $109,852,171, com- 
pared with $83} millions in April and $80 millions in May, 
1939; for the first four months of 1940 the total value of 
exports was $437} millions, compared with $327} millions. 

In the first four months of 1940 the physical volume of 
business in Canada showed a gain of 19.5 per cent., com- 
pared with the figure for the same period of 1939, while 
industrial production was up 22.5 per cent. The following 
table gives data about the Bureau of Statistics’ weekly 
economic index and three of its components :— 


Car- Wholesale Bank General 
Week ended loadings Prices  Clearings Index 
May 27,1939 ... 70-9 73-5 93-9 102-1 
May 18, 1940 ... 83-2 81-9 103-9 105-4 
May 24, 1940 ... 85-2 81-2 103-9 105-9 


The large expansion of the flow of war contracts promises 
to cause a great increase of industrial activity in the coming 
months, and there is already in some industries a shortage 
of skilled labour. 


June 14th. 


Poland Fights On 


[BY A CORRESPONDENT] 


WHEN the German and Russian forces overran and occupied 
Poland in September last, the Polish people did not give up 
their struggle. The Government left the country and crossed 
to Roumania; but before doing so, everything was arranged 
for a new and legally appointed Government to carry on from 
France. The former Polish President, Dr I. Moscicki, re- 
signed office before leaving Polish soil, and, in accordance 
with the Polish constitution, he designated his successor, 
M. Z. Rackiewicz. This act was fulfilled with all necessary 
formalities, and there was no legal excuse for the enemy to 
institute a new head of the State. 

The Government of General Skladkowski, known as the 
Government of the Colonels, also resigned, and General 
Sikorski took office as Prime Minister and Commander-in- 
Chief of the Polish forces. Neither task was easy; the Govern- 
ment was formed on foreign soil—in France—and the army 
had to be created from Poles living abroad and refugee 
soldiers and war prisoners who managed to escape either from 
the Germans and Russians or from the internment camps of 
neutral countries. 

The new Polish Government was based on more demo- 
cratic principles than the Government of the Colonels, and 
included representatives of all the political parties, from the 
reactionary National Democratic Party to the leaders of the 
Peasant and Polish Socialist Parties. The French Government 
put at its disposal a castle and several houses in Angers; 
all the buildings in which the offices of the Polish Govern- 
ment were situated were given extra-territorial rights, so that 
in theory it was established on its own territory. 

The authority of the Government was reinforced when 
General Sikorski created the National Council, consisting of 
24 members representing all political parties, with the world- 
famous Polish pianist, Paderewski, as its President. Most of 
the neutral States have recognised the Polish Government 1n 
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exile as an Official and legal body, and the former Ambas- 
sadors to Warsaw, among them also the United States and 
British Ambassadors, followed the Government to Angers. 
The people in Poland also looked upon the Sikorski Govern- 
ment as their only legal and official Government, and in 
spite of pressure from the German authorities, nobody in 
Poland was Quisling enough to create a puppet government. 

The first task of General Sikorski was to create a Polish 
Army and to continue the fight against Germany side by side 
with the Allies. On the call of the Polish Prime Minister, tens 
of thousands of Poles living abroad and many thousands of 
former soldiers in different neutral countries went to France 
and joined the Polish legion, which was equipped by the 
Allies and started training a month after the occupation of 
Poland. General Sikorski did not limit his activities to the 
creation and training of the army; he also organised the 
Polish Navy and Air Force, which became a part of the 
British Navy and the Royal Air Force, and were trained in 
ports and airfields of Great Britain. 

The Polish Navy, though small in numbers, has distin- 
guished itself. Many Admiralty dispatches have mentioned 
the skill and daring of Polish seamen and naval officers, and 
the exploits of the submarine Orzel became world-famous. 


Escape to England 


When the German attack on France started at the begin- 
ning of May, Polish forces took up their positions with their 
Allies. But the capitulation of France came too soon for them 
to prove their fighting qualities; and as soon as the news of 
the French negotiations for an armistice was known, General 
Sikorski had to make the necessary preparations for their 
evacuation from France. The Polish Merchant Navy, which 
at the beginning of the war escaped from the Baltic ports of 
Gdynia and Danzig, played an important part in that evacua- 
tion scheme. All available boats were employed, and 
thousands of Polish soldiers with their equipment sailed from 
Bordeaux and Bayonne to safety in British ports. The Polish 
airmen stationed in France also lost no time and flew their 
machines to England. But a large part of the Polish Army in 
France, the divisions under General Duch and General 
Prager which were fighting near the Maginot Line, had, 
unfortunately, no time to withdraw further than to Switzer- 
land, where they were disarmed. 

Marshal Pétain’s Government broke France’s promise not 
only to Great Britain, but also to her second ally, Poland. 
France solemnly agreed in the treaty with Poland not to 
make a separate peace, but she did not even trouble to ask the 
Polish Government to release her from her obligations. 

General Sikorski has decided to carry on the struggle, and 
he is again reorganising his army, this time on English soil. 
Nearly all the members of the Polish Government and 
National Council are now in London; arrangements are being 
made with the British authorities to create a seat for the 
Polish Government somewhere in the provinces; and it is 
expected that most of the ambassadors to Warsaw who fol- 
lowed it to Angers will follow it to England. Its organisation 
will, however, be different from its organisation in France: 
the big administrative staff will be cut down to a skeleton, 
and the main effort will be concentrated on the participation 
of the Polish Army in the home defence of Great Britain. 
Details are not yet available, but it seems that the Polish 
Army will exist as an independent unit and will fight under 
its own command and preserve its individuality. This is 
similar to the arrangement made some time ago with regard 
to the Polish Navy and Air Force trained in Great Britain. 

Poland fights on and is prepared to carry the struggle to 
final victory. The disappointment in France has not dis- 
couraged her leaders. The Government and the Army are 
supremely confident in their ally, Great Britain, with whom 
they are now going to share all the fortunes of war. 


June 26th. 


Indian Railway Problems 


[FROM OUR CORRESPONDENT IN CALCUT TA] 


Domestic manufacture of locomotives has been one of the 
unfulfilled ambitions of Indian industrial enterprise during 
the last twenty years. The report of two experts appointed 
by the Railway Board states that there are no difficulties of 
a mechanical or technical character standing in the way of 
locomotive building in India. According to the experts’ 
estimates, the annual requirements of the Indian railways, 
Stated in terms of complete locomotives, would amount to 
108 broad-gauge and 28 metre-gauge locomotives, which 
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would be adequate to provide the economic output for a 
new factory. 

The actual proposal is to convert the Kanchrapara loco- 
motive shops of the Eastern Bengal Railway, about 28 miles 
from Calcutta, into a manufacturing shop at a cost of 
Rs. 474 lakhs. The total cost of production of an “ XE” 
type locomotive is estimated at Rs. 98,000, which is about 
20 per cent. cheaper than the imported locomotives. From 
the references made to this subject in the speeches of the 
Railway Member and the Chief Commissioner of Railways 
in the Central Legislature, it is to be inferred that detailed 
proposals may be expected before long. 


Railway Budget 


The Railway Budget estimates were introduced in the 
Assembly on February 16th and revealed certain character- 
istics of a war budget. The actual figures for 1938-39 were 
Oa the whole a disappointment and yielded a smaller sur- 
plus than was expected. The current year, 1939-40, judging 
from the traffic trends down to August, foreshadowed a 
further deterioration, but the effect of the war since Septem- 
ber has proved stimulating. The principal features of the 
estimates are the increase in-traffic due to war and the in- 
creases, effective from March Ist, of rates and fares. 

The estimates for 1940-41 reflect the full effects of the 
increases in the rates and fares. The increase in the rates 
amounts to 12} per cent. on all goods, except food grains, 
fodder, manures and military traffic. A partial exception is 
made for coal on which, besides removing the maximum, 
the surcharge is raised from 12} per cent. to 15 per cent. 
till November and to 20 per cent. thereafter. Passenger 
fares exceeding a rupee have been increased by 6} per cent. 
The Budget estimates, with the actual figures for 1938-39 
and revised figures for 1939-40, are summarised below : — 


INDIAN STATE-OWNED RAILWAYS 


1938-39 1939-40 1940-41 
(In crores of Rs.) 
Gross traffic receipts ............ 94-48 97-30 


103-00 
Working expenses (including 

GOPUOCIRTIOM) —ncccccccccsesceses 64-04 65-35 66 - 64 
Net revenue (including miscel- 

laneous transactions) ......... 30-67 32-53 37-11 
Interest CHATBES  ....0.ccecscsceees 29 -30 28-92 28-82 
SE Paisicnstiviandavicnbinieverce 1-37 3-61 8-29 


Criticism of the estimates has been directed mainly against 
the increases of the freight rates and fares, the case for 
which, judging from the Railway Member’s speech and the 
traffic trends, does not appear to be as strong as is claimed. 
In view of the abstention of the Congress Party in the 


Assembly, the Government had a smooth sailing for all its 
proposals. 


May 10th. 


Books Received 


The United States. Picture Post Special. Hulton Press, Limited. 
172 pages. Is. 

A remarkable, vivid and timely glimpse at a few striking facets 
of the United States’ multi-sided existence, including in charts 
and diagrams some impression of their economic wealth and 
resources. ‘The contrast between these pictures with their pointed 
captions and the world we know would always be striking. Now, 
when it is the difference between peace and war, it is almost 
sensational—and not a little disturbing. 

International Relations since the Peace Treaties. 2nd Edition. 
By E. H. Carr. (London) Macmillan. 317 pages. 6s. net. 


British Industry. By M. Compton and E. H. Batt. (London) 
Lindsay Drummond, Limited. 304 pages. 15s. net. 

The Working Constitution in India. By S. M. Bose. (London) 
H. Milford. 677 pages. 30s. net. 

The Fewish War Front. By V. Jabotinsky. (London) Allen and 
Unwin. 255 pages. 7s. 6d. net. 

The Slavonic Year-Book. (London) Eyre and Spottiswoode 
(Publishers), Limited. 346 pages. 8s. 6d. net, paper. 
Finance Under Provincial Autonomy. By C. N. Vakil and M. H. 
Patel. (London and Calcutta) Longmans, Green and Com- 

pany. 200 pages. Rs. 4. 


Official Publication 


The following may be obtained from H.M. Stationery 
Office, York House, Kingsway, W.C.2 


Special Report from the Select Committee on National Expendi- 
ture. 1d. net. 








1112 


Letters to 


Financing the Fortress 


TO THE EDITOR OF THE ECONOMIST 


Sir,—I have read with interest the comments in your 
issue of the 22nd instant of the slowness with which the mini- 
mum requirements of financial policy have begun to dawn 
upon this country. As you state, “this is a department of 
defence in which scandalously little has been done.” May I 
appeal for your support for some work in this direction in 
which I have been engaged during the past few weeks, and 
that is to reopen the American market for the flotation of 
British loans. The advantages are twofold: first, to lessen the 
strain on this market and, secondly, as a result, to improve 
the sterling rate of exchange in New York. This involves the 
repeal or amendment of the Johnston Act. The Johnston Act 
was largely the result of default on the part of British and 
foreign debtors of the United States. To affect Congress, 
recognition of this fact would appear to be the first step. I 
suggest, therefore, that an attempt should be made by His 
Majesty’s Government to settle or fund this old debt. I believe 
America in her present mood would quickly agree to a favour- 
able settlement or cancellation. The way would then be clear 
for the repeal of the Act, and the provision of credits or the 
flotation of a joint freedom loan would follow. This is no 
time for half-measures or half-hearted measures, as you ably 
point out and emphasise, and a bold policy in finance is one 
of the surest and most effective methods of bringing the Nazi 
tyranny to a rapid end. 

I am, Sir, 
Your obedient servant, 
D. M. Mason. 


Books and 


Democratic Socialism 


London. 


Tus exceedingly interesting book* aims at presenting 
systematically the case for the maintenance and extension 
in our society of the twin principles of democracy and 
socialism. Democracy is defined as the political institution of 
government responsible to, and replaceable by, the people, 
and socialism as a centrally controlled industrial system in 
which greater equality in the distribution of income and 
property is combined with economic efficiency, Mr Durbin 
explains that he wrote the book under compulsion—com- 
pulsion to explain the views about social and economic policy 
that he believes to be true. The events of the last few years 
have shattered all the hopes of a better world that he in- 
dulged in in his youth, and he has become more and more 
convinced that the social sciences are in need of a closer 
degree of collaboration. 

It is obvious that the book was written under an emotional 
strain which adds greatly to its effectiveness. Mr Durbin is 
clearly shocked by the cruelty of the world around him, 
and one of the most interesting sections is the appendix 
(prepared by Miss Jane Samuel) devoted to an account of 
the methods of persecution pursued in Germany and Russia. 
The collapse of the hopes of the generation that grew up in 
the "twenties has made it necessary to inquire afresh as to 
what kind of society can secure the ideals of freedom, peace 
and friendliness, and this inquiry, if it is to be successful, 
must be realistic and must utilise the results of all the social 
sciences which are at present unco-ordinated. 

It is as a first instalment to an inquiry of this kind that 
Mr Durbin has written his very stimulating book, which 
attempts to synthesise the findings of research in many 
different fields of sociology. The book is divided into five 
parts. The first part, which is devoted to certain aspects of 
psychology and anthropology, examines the evidence for be- 
lieving that human beings are continuously divided between 
the desire to co-operate with and the desire to destroy each 
other, and that a large part of social behaviour, and therefore 
of history, can be understood by an examination of the cir- 
cumstances favouring the dominance of these conflicting 
impulses. 

* ©The Politics of Democratic Socialism.” By E. F. M. 
Durbin. Routledge. 7s. 6d. 
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the Editor 


The Indian Deadlock 


TO THE EDITOR OF THE ECONOMIST 


S1R,—It would perhaps be difficult to find a better example 
of the manner in which apparently well-meaning people are 
led into a totally false position by their own prejudices than 
is afforded by the article “ Salvation for India ” in your issue 
of June 22nd. It is no wonder that the recent policy of 
Congress has surprised those “who admired its past en- 
deavours” when such people start with the proposition 
that “ Congress saw in the war an opportunity to constrain 
the British Government into conniving at the establishment 
of what would have been virtually Congress Party dictator- 
ship—disguised in Parliamentary forms.” The real facts are 
quite contrary. It was only when, on the outbreak of the war, 
the British Government declared India belligerent without 
even making a pretence of consulting its duly elected repre- 
sentatives, when the reign of Ordinances threw to the winds 
even the limited form of self-government established under 
the 1935 India Act, that the Provincial Congress Ministries 
tendered their resignation. 

There are other mis-statements in your article which could 
be pointed out. But the present is no moment to indulge in 
such fruitless controversy. The urgent necessity is that a way 
should be found by which the Indian hostility towards 
Nazism, which is now “ greater than ever,” could be used 
to check this menace to the freedom of the whole of man- 
kind. This can only be done by bringing men of goodwill 
both in India and in Britain together. 

Yours faithfully, 


Oxford. D. M. ANAND. 


Publications 


The second part analyses the trends of development in the 
capitalist system. From this analysis there emerge two con- 
clusions, The first is that the reactions of public opinion to 
insecurity, inequality and wide fluctuations of prosperity 
springing from the institutions of free enterprise and property 
have imposed upon these institutions such a comprehensive 
system of regulations and burdens that the economic order 
can no longer be described as a Jatssez faire system. It has 
become an organised, monopolistic and restrictive economy. 
The second conclusion is that capitalism is not in a state of 
collapse or even of decay, and is unlikely, except in the event 
of defeat in war, to move into a crisis of economic or political 
dissolution. Nevertheless, it is an unsatisfactory system 
urgently in need of replacement by a planned economy, 
centrally controlled in order to pursue expansionist and 
equalitarian policies, and the next question is that of the 
method by means of which this change should be effected. 

This problem is examined in the third and fourth parts of 
the book. The Marxist thesis that alterations in the distribu- 
tion of economic power and social privilege, desirable from 
the standpoint of efficiency and justice, can be brought about 
only by the “ dictatorship of the proletariat” is alleged to 
lack the support either of the principles of reason or of the 
weight of historical evidence. The desirable changes in the 
economic system, it is next argued, can be realised only in a 
democratic state and through the democratic method of 
persuasion and compromise. 

That the only possible basis for a healthy and just society 
is the continuous maintenance of a tolerant party demo- 
cracy is Mr Durbin’s central theme, the fifth part of which 
is devoted to the construction of a practical programme for 
a Socialist Party in such a democratic community. The 
author intends to publish a second volume, to be entitled 
“The Economics of Democratic Socialism,” in which the 
economic organisation of a democratic socialist economy will 
be discussed. Mr Durbin has covered such a wide and con- 
troversial field that it is impossible to do more than indicate 
the scope of his book. He will be challenged by Liberals, who 
will refuse to accept his Socialism, and by Communists, who 
will refuse to accept his democracy. Students of economics 
will naturally withhold their criticism of his programme 
until the publication of his second volume. Nobody will 
deny the intensity of his zeal for reform, and his challenging 
book is a remarkable example of that synthesis of the social 
sciences for which he pleads. 
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THE BUSINESS WORLD 


National War Bonds 


N Tuesday, subscriptions opened for an issue of 24 per 

cent. National Defence Bonds. The need for an open 
market issue to furnish funds to meet the growing rate of 
expenditure had been obvious and admitted for some weeks. 
But the question of the form and timing of the issue re- 
mained difficult. The best laid scheme for an issue of a 
specific amount open merely for a few days might be gravely 
affected, quite fortuitously, by the military events of those 
few days, despite the intrinsic merits of the loan. ‘The 
authorities, therefore, chose wisely when they decided for 
an unlimited issue, open until further notice, and obtainable 
through the “tap.” Conditions in the gilt-edged market 
early this week would have provided a distinctly unfavour- 
able background for a loan of fixed amount and limited 
period of subscription. The “tap” issue has circumvented 
this market difficulty. 

The new Bonds are now on issue at par, payable in full 
on subscription. They will be repaid at par on July 1, 1947, 
or from July 1, 1945, on three months’ notice. A first interest 
payment will be made on January Ist next year, representing 
interest calculated from the date of subscription, and the 
payment will be made to the person in whose name the Bond 
is Originally registered. The “tap” method produced sub- 
scriptions to Exchequer and National War Bonds totalling 
{2,310.7 millions during and immediately after the last war. 
It has advantages and disadvantages. Its technique requires 
constant publicity for success, otherwise there is a danger 
of a high initial response, followed by dwindling enthusiasm. 
On the other hand, the “tap” can be used to mobilise 
savings and to make them continuously available for financ- 
ing the war. There is reason to believe that the authorities 
intend to keep the lists open for an appreciable time, and 
that the present issue will be the first of a series of “tap” 
loans similar to those of 1915-19. It differs, however, in 
one marked respect from that series, for whereas the first 
Exchequer Bond issue of December, 1915, had a five-year 
life and carried 5 per cent., the new War Bonds fit closely 
with the structure of low interest rates to which the Govern- 
ment is committed in its war-borrowing policy. Indeed, on 
Tuesday they seemed too close for comfort, for 24 per cent. 
Conversion Loan stood at 98, with no more than nine years’ 
maximum life, while 24 per cent. National Defence Bonds, 
redeemable on the average in 1946, stood at 993. 

To the ordinary investor, as contrasted with the institu- 
tional investor, the Bonds’ appeal must lie in their potential 
market stability as a “short,” rather than their yield. Any 
general investor who holds less than the maximum of £1,000 
in 3 per cent. National Defence Bonds (which carry the 
same maximum life, equal capital security, provision for re- 
Payment at six months’ notice in case of need, and give more 

an 4 per cent. in excess of the return on the new Bonds) 
will presumably first increase his 3 per cent. Bond holdings 
to the permitted maximum. There are other investors who 
require the income security of gilt-edged, but are prepared 
to risk the possibility of larger capital fluctuations among the 
long-dated stocks in return for the higher yield which they 
afford. Some argue—with perhaps a little too much faith— 
that such capital losses are in any event limited for the dura- 
tion by the existence of minimum prices, on which dealings 
may bounce, but will never be allowed to stick. 

There is enough substance in these contentions to suggest 
that the prime appeal of the new Bonds will be to the institu- 
tonal and not to the private investor. Already, the larger 
insurance offices have subscribed on a heavy scale, for the 

nds are obviously well suited to their present problem of 
finding a safe provisional home for their accumulating free 
funds, rather than trying to augment their severely reduced 
het interest earnings. Banks and financial houses are also 
natural subscribers, particularly since the former hold large 
amounts of the £100 millions of dissented 44 per cent. Con- 


version Loan, which is repayable next Monday. The measure 
of their support, however, may to some extent be determined 
by the marketability of the new Bonds. The difficulty is to 
maintain a real market in a Bond while it is freely obtainable 
from the “tap” at par. It is understood that par will be the 
minimum price when Stock Exchange dealings are opened 
—obviously it must be, for otherwise the demand from the 
“tap” would dry up, and satisfy its needs at a lower price 
in the market. But if the seller receives no less than par, and 
the buyer will pay no more, can any dealings be transacted 
on the Stock Exchange? The answer seems to be that limited 
dealings will be possible. The Bonds will be dealt in “ex 
accrued ” interest, and the original subscriber (who will re- 
ceive from the Bank of England interest on the Bonds, less 
tax, next January) will therefore have to pay the purchaser 
an amount representing interest for the period from the date 
of sale to January Ist next year. Since, however, the Bonds 
will be regarded as a money market stock, this payment for 
adjustment of interest will be on a gross basis, before deduc- 
tion of tax, and hence the net price may provide a slight 
advantage to any buyer who is not liable for payment of 
tax from the interest payment which he receives from the 
seller. But the advantage will probably be too small to permit 
any extensive dealings, and in any case it will gradually 
disappear as January Ist approaches. The new Bonds will 
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not, in all probability, offer the same measure of market- 
ability as the general range of Government issues, while the 
“tap” is open. 

‘Lhese technical points are of importance in gauging the 
measure of response to the first “ tap” issue of the war. But 
larger problems of war finance are also involved, The prime 
object of financial policy is to deny the people by taxation, 
or to persuade them to forgo by lending, purchasing power 
which would otherwise be spent upon consumption, and 
would thus compete with essential war industries tor labour, 
raw materials and productive capacity. If sufficient taxation 
and saving are periormed in advance of the Government’s 
spending on war services, there will be no inflationary con- 
sequences. But if the Government spends first, and thus 
creates new purchasing power which will soon find its way 
into personal incomes, then the saving of even the entire 
excess of money incomes over the previous level will not 
suffice to prevent a rise in prices; the same real sacrifice will 
have been borne through that rise in prices, though its in- 
cidence will be different. This test may be applied to the 
National War Bonds. Will subscriptions represent new sav- 
ings? Clearly, if they represent merely a rearrangement of 
existing assets, the answer will be “ No.” If the banks, for 
example, decide to reduce their Treasury bill holdings to 
take up an equivalent amount of the new Bonds, the result 
will be an exercise in book-keeping, which increases the 
return on their investments, but contributes nothing on 
balance to the sinews of war, real or nominal. The same 
conclusion holds for all subscriptions made from funds 
already accumulated. What is needed is an unremitting, 
deliberate forgoing of purchasing power on the part of all 
sections of the community. In general, the character of the 
new War Bonds is not designed to produce a maximum 
response of this sort 

Unless, at this late stage, a far more vigorous curtailment 
of purchasing power can be achieved than has yet been 
attempted, the forces of inflation may burst out of their 
insubstantial fetters. In wages policy there appears to be no 
desire to contain them under control, The worker’s pennies, 
rather than his real income, are the criterion, and those 
pennies are substantially increasing at a time when the avail- 
able volume of consumption goods is falling, and will fall 
more sharply still in the near future. Meanwhile, financial 
policy is committed to low interest rates for war loans. But 
would these rates be proof against an appreciable rise in 
prices? Would investors, like wage-earners, be content to 
think in money rather than real terms? The answers to these 
questions may eventually affect the assurances implicit in the 
3 per cent. war-borrowing schedule. And once there is any 
deviation from that schedule, unless towards still lower rates, 
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no declaration regarding interest rates would be accepted as 
convincing. ‘he train would be laid for a repetition Of the 
excessive iterest rates and febrile finance which charac. 
terised the last war. 

The alternatives to a more vigorous financial policy are 
clear, and in the end they involve a heavier economic sacri- 
fice. ‘hey include a very great extension of rationing, and 
the prospect of rocketing prices for such unrationed goods 
as are still obtainable. It may be true that, in the early stages 
at least, inilation on this scale would not affect the scope of 
war production. But its indirect economic consequences, to 
say nothing of its effects on morale, might ultimately become 
crucial. Ihe current measure of war finance is equally clear, 
In recent weeks expenditure on the forces has been running 
at £3,120 millions a year, and total expenditure at, say, 
£3,750 millions. If tax revenue fulfils Sir John Simon’s 
estimates, the current deficit would be of the order of £2,500 
millions, and although Sir Kingsley Wood has promised stiff 
increases in taxation to reduce that figure, the balance will 
still be most formidable. We should face frankly the possi- 
bility that it will be too formidable to be satisfied by the 
voluntary system. For the moment, we have got into the 
impasse that the only sort of voluntary loan that is techni- 
cally possible is one that contributes little to the fundamental 
problem. The impasse may only be temporary, and it may 
soon be possible to issue a loan of a character that will 
absorb genuine savings. But it is quite obvious that it is not 
going to be possible to cover the deficit by means such as 
these. Our present methods of finance, in short, are proved 
inadequate. We have reached the stage when compulsion be- 
comes necessary. We may be able to avoid forcing the public 
to lend its savings to the Government—which would come 
up against strong institutional resistances as well as ruining 
the excellent work of the National Savings movement. But 
we can no longer avoid forcing the public to increase its 
savings by compelling it to reduce its spending. 

“It is high time that the heroism which is fighting our 
battles at the front should be supported by some attempt to 
imitate it by those of us who are leit at home in the use that 
we make of our money. Financial heroism, if it can be so 
described, will pay us directly and indirectly. Not many of 
us can flatter ourselves that we have made any such effort. 
Plenty of people have suffered privation and cut down ex- 
penditure, but in most cases when this has been done dras- 
tically it has happened through compulsion. The revolution 
in our spending habits which has been preached as essential 
to the sound finance of the war has not yet been accom- 
plished.” These words appeared in The Economist in 
October, 1917. Have we learned nothing in the 23 years 
which have since elapsed? 


British and German Steel Supplies 


T the beginning of the war one of the weakest links in 
Germany’s armour was her shortage of iron ore. In 
1938, the combined crude steel output of Germany, Czecho- 
Slovakia and Poland exceeded 264 million metric tons. The 
cessation of imports of iron ore from France and an efficient 
blockade of Narvik were bound to reduce Germany’s output 


of crude steel well below that level. The position of the 


Allies was then comparatively much more favourable. 
France, with her enormous iron ore deposits in Lorraine, 
was in a position to produce some ten million tons of crude 
steel. The United Kingdom’s capacity was rated at 14} 
million tons and that of Australia, Canada, India and South 
Africa at nearly 4 million tons per annum. Moreover, the 
Allies were in a position to draw on the enormous steel 
supplies of the United States. If the war was to be decided 
by the weight of steel that could be produced, as distinct 
from the steel already accumulated in the form of tanks, 
guns, aircraft and other munitions, the dice were heavily 
loaded in favour of the Allies. 

These long-term calculations have been completely upset 
by the superior weight of metal that Germany was able to 
throw into the balance immediately. As a result of the 
conquest of Norway, Holland, Belgium, Luxemburg and 
France, virtually the whole of the iron ore deposits (exclud- 
ing those of Spain) and of the pig-iron and steel-producing 
capacity of Continental Europe have passed under the Nazis’ 
control. They have also secured access, through the occupa- 
tion of France, to the iron ore fields of “ non-belligerent ” 
Spain, and they hope to be able to tap the rich ore deposits 
in French and Spanish North Africa. Italy’s entry into the 
war has added steel-producing plant capable of turning out 
at least 2} million tons and iron ore deposits yielding more 
than half a million tons per annum to the resources of the 


enemy. The magnitude of the resources that have passed 
under Germany’s control and of those to which she hopes 
to obtain access is indicated in the following table, which 
shows the metal content of the output of iron ore and the 
production of crude steel in the countries concerned in the 
best year. between 1929 and 1938:— 


(a) PRODUCTION OF IRON ORE (METAL CONTENT 
(Thousands of metric tons) 


Countries under German Control. Other Countries. 








Germany ......... 3,100 (1938) | Spaint............... 3,185 (1929) 
Austria® ......... 672 (1937) | Spanish Morocco 782 (1937) 
Czecho-Slovakia* 595 (1937) | Algeria ............ 1,640 (1938) 
ee 270 (1938) | Tunis ............... 508 (1929) 
Norway ......... 1,030 (1938) | French Morocco... 140 (1938) 
Sweden ......... 9,136 (1937) | 
Luxemburg ...... 2,287 (1929) | I scssscsice 6,255 
PRRIIOO x o.cccesesss 18,000 (1929) | 
——————— | Italy ............... 510 (1937) 
ci 35,090 
(6) PRODUCTION OF CRUDE STEEL 
Countries under German Control 
Germany and | Luxemburg ...... 2,702 (1929) 
Austria ......... 23,208 (1938) | France ............ 9,716 (1929) 
Czecho-Slovakia 2,315 (1937) | 
Poland ............ 1,542 (1938) | Tewtt ....:. 44,699 
Sweden ............ 1,106 (1937) | 
Belgium ......... 4,110 (1929) | Italy ......00000.0. 2,323 (1938) 


* Latest year available. t Present capacity below this level. 
¢ Excluding certain smaller producing countries. 


Source: Statistical Yearbook of the League of Nations. 


The control of the iron-ore resources of Continental 
Europe and North Africa and of the European iron and sted 
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and metal industries has long been a German dream. The 
aim has been to build up a vast iron, steel and metal in- 
dustry to rival that of the United States. This dream, how- 
ever, is still far from realisation. The complete integration of 
Continental Europe’s iron and steel industry would require 

of hard work and, in any case, could not be accom- 
plished without access to ample supplies of manganese, nickel, 
tungsten and other steel alloy metals which are vital to the 
production of modern steel. These essential steel alloy metals, 
however, are not available in any quantity in Continental 
Rurope and North Africa. And so long as they can be denied 
to Germany by the British blockade, she will be unable to 
obtain the full advantage of the iron-ore deposits and of the 
steel-producing capacity over which she has gained control 
this summer. 

But while a simple addition of the iron and steel output of 
the countries that have passed under the Nazis’ control con- 
siderably exaggerates their immediate gains, their position 
relative to the British Empire has nevertheless been appre- 
ciably strengthened. Although the iron- and steel-producing 
plant in the countries they have conquered may have been 
damaged, at least in part, they will be able to replenish their 
shrunken reserves of steel alloy metals from the probably 
fairly heavy war stocks accumulated by France. Moreover, the 
increase in Germany's command over iron and steel supplies 
has been effected largely at Britain’s expense. ‘Uhe loss of the 
large French iron and steel industry and of the imports of 
steel from Scandinavia and from Belgium and Luxemburg 
has severely reduced the steel resources of the Allies. 
Secondly, as a large proportion of the imported iron ore used 
in this country has been derived from European countries 
now occupied or controlled by Germany and from Spain and 
Spanish and French North Africa, it may be difficult to 
maintain our domestic output of pig iron. The distribution of 
our imports of iron ore in 1937 is shown below: — 


UNITED KINGDOM IMPORTS OF IRON ORE IN 1937 
(In thousands of tons) 


Foreign Countries British Countries 





isis acdeanceale 1,729 | Newfoundland and Coast 
BN - sisgnssccesenses 657 Of LADEN ciscccscss. 259 
Eee 65 Siersa LAOME  ccccsccesss. 337 
oi Siac Sar wehbe 408 | Other British countries 16 
SIE apassisersesenss 1,451 
a at oa, 715 AA ciacvcdenccass 611 
sas secciineandnccss . 930 
Spanish ports in North 

SNPS cainishanenexteses 185 | All countries. ............ 6,950 
Beste cean duke ass : 94 


Total 
Source : Statistical Yearbook of British Iron and Steel Federation. 
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Serious though the stoppage of imports from the majority 
of these countries would be, its adverse effect on Britain's 
steel-producing capacity must not be exaggerated. ‘ihe British 
steel industry used 64 million tons of pig iron and 74 million 
tons of scrap to produce 13 million tons of crude steel in 
1937. Again, in order to produce 84 million tons oi pig iron 
(24 million tons were used for purposes other than steei 
making) the industry in this country consumed 6} million 
tons otf (chiefly high-grade) imported iron ore and 14 million 
tons of (chieily low-grade) domestic iron ore. While only a 
comparatively small tonnage of the steel produced in this 
country is thus derived from imported iron ore, its qualita- 
tive importance is rather greater than the figures suggest. 
Some of the foreign ore to which access has been, or may 
be, lost can probably be made good by increased domestic 
production and by bigger imports trom other countries. So 
iar as possible, however, the deficiency should be made good 
by an increase in the proportion of domestic scrap used in 
tne steel furnaces. Much has already been done to stimulate 
the collection of scrap. But, apart from appeals to indi- 
viduals and local authorities (waste collection by local 
authorities has now been made compulsory), the Ministry of 
Supply has hitherto relied chiefly on ordinary commercial 
methods. But in the present emergency, when it is absolutely 
essential to maintain the domestic steel output, other means 
of collecting scrap available in the form of public and private 
railings and of unused or obsolete plant and structures must 
be employed. It is understood that the Steel Control of the 
Ministry of Supply has asked many thousands of architects 
to make a return of the potential scrap supplies in their 
localities. But, instead of negotiating with the owners of 
unused or obsolete plant and structures and other sources of 
scrap, the time has surely come for requisitioning. 

But even if the output of steel in this country can be 
maintained at the rate of about 13} million tons per annum 
and if the Dominions can produce another 4 million tons 
per annum, the steel supplies available to Germany will be 
considerably more than twice as heavy as those available to 
the British Empire. But, unlike Germany, the United King- 
dom has access to ample supplies of steel alloy metals. And, 
most important of all, this country will be able to draw to 
an increasing extent on the immense resources of the 
American steel industry. The crude steel-producing capacity 
of that country was estimated at the end of 1938 at 73 
million tons per annum. The English-speaking nations as a 
whole are therefore able to produce about twice as much 
steel as Germany and the rest of Continental Europe put 
together. For the time being the steel which is made into 
munitions in the United States may not exceed a few million 
tons per annum. But if the potential weight of metal that 
the English-speaking nations could throw into the balance 
against Germany were the only deciding factor, the ultimate 
issue of the war could scarcely be in doubt 


Finance and Banking 


Unusual Credit Shortage 
Conditions of unusual tightness have been experienced 
in Lombard Street this week. In addition to the heavy flow 
of funds from the banks to public departments resulting 
from the War Bond issue, the market has had to face the 
Customary seasonal pressure towards the end of the half- 
year. By Tuesday money had become quite usable, and for 
the past few days supplies have proved only just sufficient 
to go round—a most exceptional state of affairs in these 
days. However, the market has not experienced the serious 
credit stringency which would have arisen from such a 
combination of circumstances in normal times, and would 
have necessitated extensive market borrowing from the Bank 
of England. It was remarked last week, however, that no 
such borrowing from the Bank would take place during the 
Present period of strain. The market syndicate has forgone 
the temptation to lever bill rates to higher levels, in exchange 
for a virtual assurance that the situation will be “ taken care 
of,” and the authorities will doubtless see that their part of 
the bargain is carried out. The very knowledge that any last- 
minute credit difficulties will be smoothed over averts any 
need for normal precautionary borrowing—much of which 
eventually proves to have been entirely unnecessary. If the 
cannot establish sufficiently strong cash ratios for 
ce-sheet purposes without calling in day-to-day loans 
ftom the market, the deficiency will be made good by official 


purchases of very short-dated bills from them. The authori- 
ties have shown little inclination to assist the market on this 
occasion by extensive direct purchases of bills from the 
market, and it would seem that this practice has now been 
largely replaced by “‘ back-door ” purchases from the banks, 
a comparatively recent innovation, From the Treasury’s 
viewpoint, the back-door method of releasing funds has 
definite advantages over the older practice of direct pur- 
chases from the market, combined with sharp reductions in 
the weekly Treasury bill offers. In the first place, the Bank 
acquires bills with a much shorter currency and obtains 
them with far less trouble since it is dealing with a few 
institutions in large amounts. But, perhaps even more im- 
portant, intervention of this kind enables the Treasury to 
avoid sharp fluctuations in the weekly offerings of Treasury 
bills. This is especially valuable at the present time when 
big funding operations must from time to time result in 
vast but temporary accumulation of funds in the hands of 
public departments. 


* * * 


Rising Note Circulation 

The continued expansion in the Bank of England note 
circulation is being watched with close interest and just a 
little anxiety in banking quarters. The Bank return to 
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Wednesday last shows yet another increase of £13,100,000 
in the active circulation over the week to £602,153,569. ‘The 
issue has risen to this all-time record by an expansion of 
some £55,0U0U,000 in little more than a. month. ‘To some 
extent the latest increase may be attributed to seasonal fac- 
tors, but, aiter allowing for this, there is still an eftiux of 
£9,V00,0U0 or so of notes to be explained on other grounds. 
‘here appears to be little doubt that the big expansion in 
the demand for notes arising from the increase in working 
hours in armament factories and elsewhere has recently 
slowed down appreciably. A more important influence during 
the past week or two has been the resumption of evacuation 
on a tairly extensive scale. In addition to the migration of 
population from coastal areas, the beginning of air raids 
upon inland towns has resulted in a resumption of the 
evacuation from vulnerable areas which was in progress in 
the early days of the war. Many of the business institutions 
which returned to London after the first few months of the 
war had passed without any air activity over Britain have 
now returned to the comparative safety of the country. In 
consequence the banks have been forced to effect a redistri- 
bution of note supplies. Moreover, in view of the ever- 
present possibility of the interruption of communications, 
stocks of notes in various centres have been greatly increased. 


* * * 


The French Gold 


Reports concerning the whereabouts of the French gold 
are contradictory, but it is safe to assume that none was 
leit in Paris, and at least a substantial part of it has reached 
the United States. While there is little reason to hope that 
any gold that is on French territory can escape from being 
seized by Germany, it is possible, and even probable, that 
the gold deposited in the United States may not be sur- 
rendered to the conqueror. The swift action taken by Presi- 
dent Roosevelt in freezing all French assets when the Pétain 
Government first announced its intention to ask for an 
armistice seems to indicate the spirit which prevails in 
Washington on the subject. Admittedly, if the United States 
Government should continue to regard the Bordeaux Govern- 
ment as the recognised ruler of France, then it may be 
argued that instructions given for the surrender of the gold 
cannot be disregarded. In reality, the question has a legal 
as well as a political aspect. In the United States, as in most 
other countries, it is the right and duty of banks to refuse 
to comply with instructions given by their clients under 
duress. A test case concerning Austrian deposits was decided 
in that sense last year by the American courts. And since 
there can be no doubt that the French authorities would not 
surrender their gold to Germany unless they acted under 
duress, the Federal Reserve authorities would be within 
their rights in refusing to comply, even if the Admini- 
stration were to withdraw the Order blocking the French 
assets. 


* * * 


Rally in Free Sterling 


At the end of last week free sterling in New York ex- 
perienced a sharp recovery, in spite of the grave developments 
in France. The rise was due to rumours of an impending 
relaxation of the control over the proceeds of British exports 
to the United States, which were subsequently confirmed. 
American importers are now allowed to cover their sterling 
requirements in the free market instead of having to pay the 
official exchange rate, provided that they placed their orders 
before the new restriction became operative on June 8th. 
Since it is comparatively easy to pre-date orders, this means 
that for some time at any rate the Treasury will fail to collect 
the proceeds of British exports (other than those covered by 
the Order of March 8th) to the United States. This step was 
taken presumably in order to counteract the adverse effect 
upon free sterling of the unfavourable military and political 
developments, and the net result is that the Treasury has 
decided to forgo a certain amount of dollars for the sake of 
supporting the free sterling rate. As dollars are now needed 
more than ever for the purchase of war materials, the wisdom 
of the decision is open to question. The free sterling rate 
could have been supported without having to sacrifice much- 
needed dollars by stopping some of the loopholes in exchange 
restrictions. Admittedly, the law is now applied with greater 
severity than before; during the past week evaders have been 
fined £5,000 and £2,000, compared with the only previously 
recorded penalty of £100. Much remains to be done, however, 
in reducing the supply of free sterling by stopping up the 
leakages. 
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Canada and Sterling Bloc 


The Government’s refusal to authorise transiers for 
the benefit of women and children to be evacuated to Canada 
has drawn attention to the anomalous position oO! the 
Dominion in the monetary system of the british Common- 
wealth. ‘logether with Newioundland and Hongkong, 
Canada remains outside the sterling b/oc, ior the simple 
reason that her currency is the dollar and not the pound, 
While there are practically no restrictions upon transiers to 
other parts of the Empire, Canada is kept in isolation trom 
this country, just as u she were a toreign country. Adimit- 
tedly, there is a risk that a removal of restrictions 1n relation 
to Canada might iead to a flight of capital to the Dominion, 
and thus imperil the ‘lreasury’s reserves of Canadian 
dollars. It would be possible, however, to remove the exist- 
ing anomaly without running such risks. Under the present 
rules, it is easy to transter tunds to Dominions other than 
Canada, and since in some of them exchange control is not 
enforced rigorously euough, the funds can be retransierred to 
the United States. ‘his loophole could be stopped by super- 
vising transfers to all Dominions. Once this is done there 
is no reason why Canada should not be placed under the 
same regime as the rest of the British Empire. ‘i here is reason 
to believe that the Dominion itselt would not be opposed to 
closer monetary relations, as part of the intensified ettorts to 
support Britain’s war effort in every possible way. 


* * * 


Transfer Agreements 


When the ‘Treasury announced on June 7th the rein: 
forcement of control over the proceeds oi exports, it was 
also toreshadowed that a series Oi tralisier agreements would 
be concluded with neutral countries in the immediate iuture. 
In fact, it was understood that unless the negotiations for 
such agreements were concluded within a lew wecks, the 
Government would resort to unilateral clearing pending the 
negotiation of bilateral arrangements. Although three weeks 
have passed since this announcement, the number of transier 
agreements concluded is still very small. Apart from the 
Anglo-Swedish agreement, which has been in existence since 
December, 1939, the only countries with which similar 
arrangements have been made are Roumania, the Argentine 
and Brazil. Admittedly, this country’s bargaining position is 
affected by the possibility of export difficuities. Although the 
figures for May were reasonably satisfactory, fears are enter- 
tained abroad that any intensification of German submarine 
warfare or a fall of production through air raids or the arms 
drive might impair Britain’s capacity to maintain her ex- 
ports. Exaggerated as these fears may be, they do not make 
it any easier to conclude transfer agreements. In this sphere, 
as in so many others, the former Government allowed many 
valuable months to pass before taking action, The system 
which is aimed at by the present negotiations could easily 
have been established soon after the beginning of the war, 
and would be working smoothly by now. As it is, the pro- 
ceeds of British exports to a number of countries continue 
to elude control. 


* * * 


Assisted Finance for External Trade 

Discussions have recently taken place between the banks 
and Government departments with the object of ensuring, 
as far as possible, that manufacturers who have received 
Government contracts shall not be hampered from carry- 
ing them out by lack of finance. There are indications that 
this principle might be extended to importers and exporters 
if our overseas trade is not to be needlessly restricted for 
the same reason. The extent to which war conditions have 
increased the burden of financing the shipment of goods to 
and from this country is not always appreciated, but it is 
evident that the greatly lengthened period of shipment due 
to such factors as the diversion of British shipping from the 
Mediterranean must correspondingly increase the volume of 
funds immobilised in financing a given turnover of goods. 
Moreover, a larger proportion of the total finance now has 
to be provided in this country, for foreign exporters are 
unwilling to incur the risks of shipping goods without prior 
payment to a belligerent country, while overseas banks show 
increasing reluctance—owing to delays and difficulties m 
communication—to negotiate sterling drafts pending reim- 
bursement after some protracted and uncertain period. In 
general, it would appear that a liberal official credit policy 
is all that is needed to enable the banks to meet the additional 
demands on their resources. But it can readily be understood 
that the banks, who look primarily to the standing of their 


Continued at foot of page 1117. 
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